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SUBJECT: Issues and Decison Memorandum for the Antidumping Duty

Investigation of Certain Color Tdevison Recaivers from Mdaysa

Summary

We have andyzed the comments of the interested parties in the antidumping duty investigation of certain
color televison receivers (CTVs) from Mdaysa. Asaresult of our andys's of the comments received
from interested parties, we have made changesin the rate assigned to the sole respondent in this case,
Funa Electric (Maaysa) Sdn. Bhd (Funai Maaysia). We recommend that you approve the positions
we have deveoped in the “ Discussion of the Issues’ section of this memorandum. Below isthe
completeligt of theissuesin this investigation for which we received comments from parties.

Unreported Sales and Cost Data

Returns of Subject Merchandise

Date of Sde/Date of Shipment

U.S Billing Adjusments

Unreported Sales Discounts

U.S. Rebates

U.S. Inland Insurance Expenses

U.S. Other Transportation Expenses

U.S. Customs Duties

U.S. Indirect Warranty Expenses/U.S. Internationa Freight Expense
Date of Payment/Letter of Credit Sades

Cdculation of Imputed Credit Expenses

U.S. Indirect Sdling Expenses

Expenses Associated with Sample Sales

Reclassfication of Foreign Indirect Sdlling Expenses as G& A
Treatment of Indirect Sdling Expensesin Mdaysa and Jgpan
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17. Home Market Credit Expenses and Commission Offset

18. Clericd Errorsin the Prliminary Determination

19.  Affiliated Manufacturer of A Mgor Input

20. Magor Input Transfer Price

21, Raw Materias Cost

22. Parent Company Generd and Adminigtrative Expense Allocation
23. Negative Generd and Adminigtrative Departmental Expenses
24. Research and Development Costs

25.  Short-Term Income Offset to Financia Expenses

26.  CV Profit

Background

On November 28, 2003, the Department of Commerce (the Department) published the preliminary
determination in the less-than-fair-vaue investigation of CTVsfrom Mdaysa. See Notice of Negative
Preiminary Determination of Sdles at Less Than Fair Vaue, Postponement of Find Determination, and
Negetive Prdiminary Determination of Critical Circumstances. Certain Color Televisons From
Maayga, 68 FR 66810 (Nov. 28, 2003) (Preliminary Determination). The products covered by this
investigation are CTVs. Both the petitioners and Funai Maaysia requested a hearing, which was held
at the Department on March 11, 2004. The period of investigation (POIl) is April 1, 2002, through
March 31, 2003.

We invited parties to comment on the preliminary determination. We received comments from the
petitioners, Five Rivers Electronic Innovations, LLC, the International Brotherhood of Electrical
Workers, and the Industrid Division of the Communications Workers of America, aswedl asthe
respondent, Funai Maaysa Based on our analysis of the comments received, we have changed the
wel ghted-average margins from those presented in the prdiminary determination.

Margin Cdculaions

We cdculated export price (EP), constructed export price (CEP), and normd vaue (NV) using the
same methodology stated in the preliminary determination, except as follows:

. We revised Funa Maaysa s data based on our findings a verification;

. We revised the reported U.S. indirect sdlling expenses for Funai Mdaysa s U.S. subsdiary,
Funai Corporation (Funai Corp.), to include inland freight and handling expensesincurred on
returns as well as other information identified & verification. See Comment 2,

. We recdculated Funa Maaysa s reported U.S. inland insurance expenses on a transaction-
gpecific bass. See Comment 7,



. We recdculated Funal Maaysia simputed credit expenses for EP sales made on aletter of
credit basis. See Comment 11;

. We recaculated Funa Mdaysid s reported home market credit expenses using information
contained in the financid statements of Formosa Prosonic Industries (FPI), aMdaysan
producer of printed circuit boards (PCBs) and speaker systems. See Comment 17;

. We offset any commission paid on any U.S. sdle by reducing congtructed vaue (CV) by any
home market indirect salling expenses, up to the amount of the U.S. commisson. See
Comment 17;

. We adjusted the caculation of CV profit to account for direct and indirect salling expenses.
See Comment 18;

. We revised the company’ s reported direct materias cost to reflect the actual costs for cathode
ray tube (CRT) and PCB components. See Comment 21,

. We revised Funa Madaysia s reported general and administrative (G& A) expenses based on
the parent company’ s company-wide G& A expanses. In addition, we classfied certain indirect
sling expensesincurred in Mdaysaand Jgpan as G&A. See Comments 15 and 22;

. For Funai Maaysia s Japanese parent company, Funai Electric Co., Ltd. (Funai Electric), we
redlocated negative amounts shown for two G& A departments to other SG& A departments.
See Comment 24; and

. We revised the company’s CV profit ratio to reflect the company-leve profit experience of the
surrogate company. We aso reclassified certain indirect salling expenses as G& A, based on
findings a verification. See Comment 26.

Discussion of the Issues

Comment 1:  Unreported Sales and Cost Data

The petitioners Sate that Funai Mdaysia classfied its U.S. sdes during the POI into six control
numbers (CONNUMSs) and reported CV for these models. However, the petitioners note that one of
the documents collected by the Department during verification makes clear that Funal MaaysasU.S.
subsdiary, Funai Corp., made sdles of aseventh CTV mode subject to thisinvestigation. The
petitioners contend that, because Funai Malaysiadid not report either sales or cost data for this
product, the sales and CV databases on the record are incomplete, and the sales and cost
reconciliations performed by the Department at verification are meaningless.
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The petitioners assart that the Department’ s verifications further reveded that there were numerous
errors and omissons in Funa Maaysd s data, dl geared to understate or hide the deductions to Funai
Maaysia s reported U.S. prices. As aresult, the petitioners contend that the Department should find
that Funa Mdaysadid not act to the best of its ability in thisinvestigation, and they imply that the
Department should resort to total adverse facts available (AFA) to determine Funal Mdaysid s margin.
Alternatively, the petitioners argue that the Department must, at aminimum, resort to partid AFA. As
partia AFA, the petitioners assart that the Department should assign the lowest U.S. pricein the U.S.
sdesliging, and the highest CV inthe COP/CV ligting, to sdes of the seventh modd.

Funa Mdaysa disagrees that there isany basisfor AFA inthiscase. According to Funa Mdaysa, the
Department confirmed at verification that Funai Corp. completely reported al U.S. sales of subject
merchandise during the POI. Specificaly, Funa Maaysia notes that the Department reconciled Funai
Corp.’s reported sdes quantities and vaues to its audited financid statements without finding significant
discrepancies, and it performed compl eteness tests to ensure that Funai Corp. properly reported the
universe of subject sales during the POI.

Funa Mdaysa pogtsthat the petitioners dam gpparently slems from their misunderstanding of the
content of aworksheet provided at verification, which includes dl products sold by Funai Corp. sSince
1997. Funa contends that the model numbers for the CTV's in question reved that these models were
produced well before the POI. According to Funal Maaysia, given the age of the moddls, the rapid
turnover of units produced and sold, and the fact that the sales on the worksheet are broader than
product sales during the POI, the Department cannot reasonably conclude that these units are
unreported subject CTV sdles. In any event, Funai Maaysa notes that the Department’ s verifiers did
not draw such aconcluson a verification. Therefore, Funa Maaysamaintains that thereisno basisto
find that its U.S. sdlesfileisincomplete.

Department’ s Position:

According to section 776(a) of the Act, the Department shall use the facts otherwise available in
reeching a determination if:

1) necessary information is not available on the record; or
2) an interested party or any other person

A) withholds information that has been requested by the administering authority
or the Commission under thistitle;

B) failsto provide such information by the deadlines for submission of the
information or in the form and manner requested, subject to subsections
(©)(1) and (€) of section 782,



5
C) sgnificantly impedes a proceeding under thistitle; or

D) provides such information but the information cannot be verified as provided in
section 782(i).

We find that Funai Mdaysa did not withhold information, fail to provide information to the Department
in atimely manner, impede the proceeding, or provide unverifiable information. We agree that Funai
Maaysa sinitia and supplementa questionnaire responses contain certain inaccuracies and omissons,
as noted in our verification reports and/or as discussed below. Nonetheless, we were able to verify the
vagt mgority of the submitted information and are satisfied that adequate information exists on the
record of this investigation with which to caculate an accurate dumping margin. Contrary to the
petitioners clam, we have not found Funal Maaysid s data to be inadequate, unrdiable, or unverifiable
in most instances. As a consequence, we do not find it appropriate to resort to total AFA for Funai
Maaysafor purposes of the find determination.

With regard to the issue of unreported sales and cost data, we disagree with the petitioners that Funai
Malaysiafailed to report significant sales of subject merchandise during the POI.> Asthe CEP
verification report makes clear, a verification we fully reconciled Funa Maaysd s reported sales
quantities and values to its audited financiad statements. Moreover, to ensure that Funai Corp. fully
reported all sdes during the PO, at verification we dso performed various completenesstests. During
these tests, we found no evidence that Funai Corp. failed to report any reevant sdes. See the January
13, 2004, memorandum to the file from Michael Strollo entitled, “Verification of the Sdes
Questionnaire Responses of Funa Corporation in the Less than Fair Vaue Investigation of Certain
Color Televison Receiversfrom Mdaysa’ (CEP verification report) at page 9. Consequently,
because: 1) we find no basis to determine that Funal Maaysid s sales areincomplete, and 2) Funai
Mdaysareported CV datafor dl U.S. models, we aso find that there is no basis to resort to partia
AFA for thefina determination.

Comment 2.  Returns of Subject Merchandise

According to the petitioners, the Department found during the U.S. sdes verification thet inits sales
listing Funal Maaysia had not accounted for returns of subject merchandise to the company’sLos
Angles Service Center (LASC). The petitioners contend that, because Funai Maaysiadid not identify
thisissue prior to verification and, thus, did not follow the Department’ s ingtructions in compiling the
U.S. sdesligting, the Department should determine that Funai Maaysafailed a portion of the CEP
verification.

*Asnoted in Comment 14, below, however, Funai Maaysia did not report sales of certain
sample merchandise during the POI. Nonetheless, Funai Maaysia did disclose the existence of these
transactions prior to verification because it classfied them as part of U.S. indirect sdling expenses.



6

The petitioners argue that the total quantity of returned merchandise is significant, as evidenced by the
fact that the number of returned units of subject CTV s exceeded the combined sales quantity that Funal
Maaysiareported as sdesto its third-country markets. In addition, the petitioners contend that the
falure to account for returns has a Sgnificant impact on the overdl accuracy of Funa Mdaysd's
reported U.S. sales data.

Moreover, the petitioners Sate that Funa Maaysafalled to account for the ultimate dispostion of the
returned unitsin its responses, and that severd customer names in the verification exhibits were not
reported in the company’ s various responses.  Therefore, the petitioners assert that if the origina
customers returned CTVsto Funal Corp., Funa Madaysa should have excluded the returned units from
itsU.S. sdesliging, in accordance with the Department’ s questionnaire ingructions. Alternatively, if
the sdles of refurbished unitsto other customers occurred during the POI, Funa Mdaysia should have
reported the saes price and expenses associated with the sales of the refurbished unitsin its U.S. sales

lising.

The petitioners dso cdlam that Funal Mdaysafailed to fully account for costs associated with the
returned merchandise. The petitioners state that if the overwhelming mgority of the unreported
returned units were refurbished and resold, then Funal Maaysafailed to account for the costs
associated with the refurbishing activities performed on these returned units, the costs of handling fees
related to the returns, and the freight costs of these returns.

Consequently, the petitioners argue that the Department should rglect Funai Maaysa s reported datain
its entirety because Funai Madaysa: 1) failed to reconcile the reported data with the data maintained in
its accounting system; and 2) understated numerous saes-specific expenses because it included the
“returned” unitsin the denominators of its caculaions. Alternatively, the petitioners argue that the
Department, at a minimum, must: 1) take into account the cost of these returnsin itsfina determination
using AFA, and 2) exclude the highest-priced portion of the U.S. salestotaling the verified quantity of
returns. As AFA for the cost of returns, the petitioners contend that the Department should calculate
the following costs using the highest data on the record: 1) freight, insurance, and handling, to ship the
returned merchandise to the origind customers, 2) freight and insurance to ship the returned
merchandise back to Funai Corp./Funai Maaysia; and 3) refurbishing and re-sde cogts. The
petitioners assart that this estimate is conservative, asit is possble that a portion of the returned units
could not be repaired or that a portion of the returns could have been sent back to Japan or Maaysia
for repair. Regarding thislatter point, the petitioners note that the Department found at verification that
Funai Mdaysaincurred expenses reating to “returns of CTVsorigindly sold in the United States.”

The petitioners contend that the Department should account for these costs by ether: 1) estimating them
as noted above; or 2) increasing Funal Mdaysia s foreign inland freight by the difference.

Funai Maaysia assarts that it properly accounted for returns in accordance with the Department’s
guestionnaire ingtructions, noting that section C, Field 16, of the Department’ s questionnaire ingructs
that a“gpecific shipment or invoice ling” be reported “net of returns where possble” Funa Mdaysa
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contends that the phrase “where possble’ signas the Department’ s recognition that netting of returnsis
not required if the respondent cannot tie the return to a particular sale, and it notes that the petitioners
did not identify any authority which contradicts this pogtion. Further, Funai Madaysianotesthat it did,
in fact, net out from the sales listing returns which could be tied to specific sales transactions, such as
returns due to invoicing errors, wholesale cancellations, short shipments, and defective units sold to
primary customers. Funai Maaysiaassertsit could not tie LASC returnsto particular sales (and it
therefore did not adjust its saes listing for these returns) because they occur months after the actua
sde, arivein bulk, and contain commingled merchandise.

According to Funai Maaysa, the Department’ s practice is to account for dl original saes of
merchandise, without adjustment for merchandise that is returned and refurbished. As support for this
assertion, Funa Mdaysa cites Teevison Receivers, Monochrome and Color, from Japan; Find
Reaults of Antidumping Duty Adminidrative Review, 56 FR 34180, 34185 (July 26, 1991) (TVsfrom
Japan), where the Department ruled that refurbished sales were excluded from the andlys's because
“{t} he origind sales of merchandise which isreturned, refurbished, and resold are included on the U.S,
sdesdatabase” Funa Mdaysa notes that, consstent with this practice, it reported its origind sdes
quantity, did not report refurbished sdles, and did not adjust for LASC returns (a portion of which will
be refurbished).

Funa Madaysaarguesthat, by capturing dl origind sdes, it provided the Department with the most
accurate representation of its POl subject sdles. Funal Mdaysiacdams that, prior to verification, it
disclosed the existence of LASC returns when it submitted its quantity and value, and & verification it
demongtrated that it could not net LASC returns from specific sdles. Therefore, Funai Mdaysa argues
that the Department should not adjust the reported sales data, nor determine that it failed a portion of
the verification. In any event, Funai Malaysa disputes the petitioners count of totd returns, stating that
aportion of returns are returns of refurbished units, another portion represents merchandise sold to
non-POI customers which was returned during the POI, and gtill others are returns of samples.

Funai Malaysia asserts that 19 U.S.C. § 1677e(b)? requires that a decision to apply adverse facts
available must be supported by substantial evidence that a party “failed to cooperate by not acting to
the best of its ability to comply with arequest for information. Moreover, Funai Mdaysia states that
this provison has been upheld by the courts, including in Nippon Sted Corporation v. United States,
337 F.3d 1373, 1383 (Fed. Cir. 2003) (Nippon Steel). Funai Madaysaassertsthat, in Nippon Sted,
the respondent gppedled the Department’ s finding that it did not cooperate to the best of its ability when
it failed to respond the Department’ s repeated requests for specific data. There the court held that an
adverse inference “may not be drawn merely from afailure to respond,” and the Department must show
“less than full cooperation.” Similarly, Funa Maaysa cites China Stedl Corporation v. United States,
Slip Op. 2004-6 (January 26, 2004), reported at 2004 Ct. Intl. Trade Lexis 5, at * 34, where the CIT,

2 Section 776(b) of the Act.
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interpreting Nippon Sted, required that the Department make two findings before resorting to adverse
inferences: 1) a“reasonable respondent” would have known to maintain the requested information
under the dumping statute; and 2) the respondent failed to produce requested information because it
falled to maintain the information or put forth “ maximum effort” to acquire the information. Fndly,
Funai Mdaysia notes that courts have held that facts available may not be imposed when information
was never requested, and that the statute limits adverse inferences to instances where respondents fail

to comply with arequest for information. See Ferro Union Inc. V. United States, 44 F. Supp. 2d 1310
(CIT 1999).

Funai Malaysa asserts that the Department never required it to net LASC returns or provide data
related to those returns, and that, as discussed above, its questionnaire ingtructions only require netting
of returns “when possible” Asaresult, Funa Maaysa asserts that it could not be reasonably
expected to provide such data. Furthermore, Funai Malaysia contends that, even had the Department
requested such information, it is required to offer Funal Maaysa an opportunity to remedy deficient
submissions before it may invoke facts avallable. Funai Maaysa states thet, contrary to the petitioners
assartions, it did, in fact notify the Department initsinitid sdlesresponse that it: 1) did not net dl returns
from its database; 2) was reporting only the origind sale; and 3) did not account for refurbished saes
and the associated returns. Funai Maaysia notes that the Department never requested clarification or
further data regarding Funai Corp.’sreturns or refurbished sdes, despiteitsissuance of multiple
supplementa questionnaires.

Funa Madaysa asserts that, even if the Department were to adjust Funai Corp.’s data to account for
LASC returns, the adverse adjustment suggested by petitionersisimpermissble. Funa Maaysa notes
that in E.lli De Cecco Di Filippo FarraS. Martino Sp.A v. United States, 216 F.3d 1027, 1032
(CAFC 2000), the Court of Appealsfor the Federa Circuit (CAFC) held that the purpose of AFA is
“not to impose punitive, aberrational, or uncorroborated marging’ and that Congress did not intend for
“Commerce s discretion to include the ability to sdlect unreasonably high rates with no relationship to
the respondent’ s actud dumping margin.” Funal Maaysa argues that the methodology proffered by the
petitioners is unreasonable as it removes the company’ s highest sales values and does not attempt to
match returns to customer-specific sdes. Funal Maaysia sates that matching returns to specific
customersis possible using data obtained at the CEP verification, whereby the Department could
samply deduct the quantity of subject returns for each customer from the total quantity reported for sdes
to that customer on thefile. Funa Maaysia asserts that thiswould not change the weighted-average
unit price, but only the total quantity and associated total value.

Moreover, Funai Maaysia asserts that the mgjority of the petitioners' proposed adjustment to indirect
sling expenses is unwarranted, because much of this dataiis dready accounted for in the U.S. sdes
liging. Frg, Funa Mdaysanotesthat it included dl refurbishing costs and replacement unitsin indirect
sling expenses. Second, Funal Maaysia asserts that Funai Corp. did not incur inland insurance on its
returns. Findly, Funa Mdaysa argues that it completely reported freight and inland insurance expenses
on the origind subject sdes (including merchandise that is later returned to Maaysa) in the U.S. sdes
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lising. Asaresult, Funa Maaysa asserts that, were the Department to adopt the petitioners

goproach, it would have to: 1) remove LASC returns from the file; and 2) create a proxy for freight and
insurance expenses for returned merchandise as LASC returns cannot be tied to specific saes.
According to Funa Mdaysa, this would be distortive as the Department would be relying on a proxy
rather than an actud expense. Regarding freight on returnsto Maaysa, Funai Mdaysia disagrees with
the petitioners suggestion that these expenses be added to foreign inland freight, because it is
incongstent with the Department’ s treatment of movement expenses as direct expenses linked to
gpecific transactions. In addition, Funal Maaysa asserts that this suggestion is unfairly punitive because
the Department found freight on returns only in one month of the POI. Thus, Funai Maaysa asserts
that, & mog, the Department should include this freight in the cdculation of indirect sdling expenses.

Findly, Funa Mdaysaagreesthat it faled to include handling fees for returns from one customer, as
well asfreight expense on returned merchandise, initsindirect selling expense cdculation. Funa
Malaysia concedes that these expenses should be included in indirect sdlling expenses.

Department’ s Position:

The accuracy of both the quantity and value of subject merchandise reported in the saleslistings
submitted to the Department are crucid, as they directly impact the caculation of weighted-average
dumping margins. However, as noted above, in the case of returns, the Department has recognized that
gtuations may arise in which it isnot possible to tie quantity of returnsto the origind salesinvoice.
Specificdly, in Certain Cold-Rolled and Corrosion Resistant Carbon Stedl Flat Products from Korea:
Find Results of Antidumping Duty Adminidretive Reviews, 62 FR 18404, 18426 (Apr. 15, 1997)
(Cold-Rolled from Kored), the Department held that where it was not possible to trace partid return
credit invoices to origina sdes transactions, the volume of such transactions was not sgnificant, and
there was no conclusive way of knowing that the origind sdes prices for such returns were consistently
higher or lower than prices of comparable products in the same period, it was reasonable not to reflect
such returnsin the sdesliging. See Cold-Rolled from Koreg, 62 FR at 18426. See dso section C,
Field 16, of the Department’ s questionnaire.

In the ingtant case, due to the volume of merchandise involved, as well as the long lag time between the
sde to the ultimate consumer and the return of such merchandise to the warehouse, it was not possible
to tie these returns to the origind sales which occurred within the POI. Funal Maaysainformed the
Department of thisfact in its November 21, 2003, quantity and vaue reconciliation (see exhibits 5 and
6) and we confirmed this at verification. See the CEP verification report at exhibit 7a. Moreover,
contrary to the petitioners claim, we found no evidence that the respondent attempted to midead the
Department or impede the proceeding, as Funa Maaysiareferenced LASC returnsin its November
21, 2003, supplemental response. See Exhibits 5 and 5C. Accordingly, there is no information on the
record to support afinding that AFA iswarranted with respect to Funai Corp.'s U.S. sales database,
ether initsentirety or in relation to Funa Corp.’s cost of returns. Further, we do not find that resorting
to a“neutrd” facts available methodology is appropriate in thisinstance. Specificdly, we cannot



10

accurately determine the origina saes price associated with any given return, contrary to Funai
Maaysia s clam, because Funa Maaysia reported varying saes prices to the same customer of the
same model during the POI. Therefore, we find that any methodology which netted both the quantity
and vaue of returns againg sdles would be unreliable, arbitrary, and potentidly distortive.

Regarding the fact that Funal Maaysia did not include sales of refurbished merchandise in its sales
listing, we agree that the Department’ s practice, as set forth in TVs from Japan, isrelevant here. In that
case, the Department stated that sdles of refurbished merchandise:

should be excluded from the andyss. The origind sdes of merchandise which is returned,
refurbished, and resold are included on the U.S. sdles database. Accordingly, the Department
will not review two different sales of the same merchandise.

See TVsfrom Japan, 56 FR at 34185. Becausethe origind sdes of the merchandise at issueis
included in Funai Mdaysid s U.S. sdesligting, wefind that it properly excluded the subsequent sales of
refurbished merchandise.

Regarding costs associated with the returns of subject merchandise, we smilarly find no basis to apply
AFA. We disagree with the petitioners suggestion that the Department should increase indirect sdlling
expenses to account for inland freight and insurance costs on shipments to the origind customer which
were subsequently returned. As noted in Funai Maaysia s original and supplementa questionnaire
responses and at verification, Funa Maaysiaincluded these costs on dl appropriate sdes, and thuswe
find they have been properly accounted for inthe U.S. sdesligting. In addition, Funa Maaysia asserts
that it did not incur insurance costs on returned merchandise. We note that, as discovered a
verificaion, “U.S. inland insurance expenses are pre-paid to Funal Electric at the beginning of the year
based upon estimated total FOB sdles vaue for the fiscal year (January through December).” See the
CEP veification report at page 14. Because we found no evidence at verification that Funai Corp.
incurred insurance expenses on returns, and, given that Funai Corp. incurs insurance expenses on
edtimated sales, we note that there is no information on the record to support the petitioners assertion
that inland insurance expenses on returned merchandise should be included in Funal Corp.’sindirect

sling expenses.

However, we note that, with repect to freight expenses on returnsto al customers and handling fees
on returns to one customer, Funal Maaysadid not include these costsin its responses. Therefore, we
find that adjustments for these two expenses are necessary. Consequently, because we find that Funai
Maaysadid not fail to cooperate to the best of its ability, we based the amount of these adjustments on
neutra facts available, pursuant to section 776(a) of the Act. Specificdly, we note that: 1) omission of
these expenses gppears to be an inadvertent error; and 2) we did not specificdly request this
information in a supplementa questionnaire. As neutrd facts available, we: 1) calculated freight costs
for these return transactions by multiplying the total volume of returned merchandise by Funa Corp.’s
average freight cost; and 2) based the handling fees on returns to the one customer by including the
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amount found at verification; and 3) included both costsin Funai Corp.’sindirect sdling expenses as
noted in the CEP verification report at exhibit 7.

Findly, during the sdes verification at Funa Electric, we found that Funai Mdaysahad falled to
account for freight expenses associated with returns of subject merchandise. We agree with the
petitioners that these expenses should be accounted for. However, we disagree with the petitioners
that these expenses should be included in Funai Corp.’s indirect sdlling expense caculation. Instead,
because these expenses are related to the sale from Funai Electric to Funai Corp., they are not
associated with the sdle to the firgt unaffiliated customer. Therefore, we find that it would be improper
to include these expensesin Funai Corp.’sindirect saling expense calculation. Rather, because these
expenses are related to the sde from Funal Maaysiato Funai Electric, we have included these
expenses in Funal Maaysa sindirect sdling expense calculation.

Comment 3:  Date of Sale/Date of Shipment

The petitioners argue that Funai Mdaysia misreported the date of shipment and the date of sdefor
three of the five observations (i.e., 60 percent) examined during verification, resulting in an
overdatement of net U.S. price and an understated dumping margin. Additionaly, the petitioners
contend that such a high error rate reveals that Funai Maaysia did not act to the best of its ability to
report its sdles and cost data as accurately and completely as possble. Therefore, in reaching the final
determination, the petitioners maintain that the corrected dates of sale and shipment should be used for
the sales examined during verification, and, as facts available, an additiond credit period should be
included for 60 percent of Funai Malaysia s reported transactions based on the findings made at
verification with respect to the examined sales. The petitioners do not suggest to which 60 percent
AFA should be applied, however, nor do they suggest an AFA methodol ogy.

Funa Madaysa agreesthat it inadvertently misreported the dates of sdle and shipment for three of the
five U.S. sdlestransactions examined at verification, and it concedes that the corrected dates of sde
and shipment should be used when caculaing the find dumping margin. However, Funa Mdaysia
disagreesthat there is any basis to apply AFA to the credit period for the mgority of its U.S. sales.

Funa Mdaysa contends that, because the Department conducted a thorough verification without
finding significant discrepancies, thereis no bass to question the overal accuracy of its reported sales
and shipment dates. Specificdly, Funa Mdaysa notes that, for two of the sdlesin question, it
disclosed the errors in its minor corrections presented at the Sart of verification. Moreover, Funa
Malaysa asserts that there were unique circumstances surrounding the third shipment, in that part of this
shipment was lost by Funai Corp.’ s freight forwarder. Consequently, Funai Corp. reissued the sdes
invoice to reflect the actua quantity of merchandise recelved by the customer. Funa Maaysa notes
that, inits U.S. saleslidting, it inadvertently relied on the find invoice date, instead of the origind invoice
date, as the date of shipment and sde.
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In any event, Funai Maaysa asserts that not only were its errors minor, inadvertent, and fully disclosed,
but they in no way undermine the accuracy of its reported data. Funai Maaysia arguesthat the
Department has long recognized that minor reporting errors occur, given the vast amount of data
reported by arespondent. Accordingly, Funai Maaysia maintains that there is no basisto rgect the
Department’ s verification results, and consequently, no adverse adjustment to Funai Corp.’s credit
period is warranted for the find determination.

Department’ s Position:

In December 2003, we conducted verifications of Funai Maaysa s data both in the United States (at
Funai Corp.) and in Japan (at Funai Electric). Contrary to the petitioners claim, during those
verifications, we examined more than the five sales cited by the petitioners, rather, we examined eight
sdes during both verifications. We found that, of the eight transactions examined, three contained
errorsin the reported date of sale and only two contained errorsin the reported date of shipment. See
the CEP verification report at pages 10-12, and the January 14, 2004, memorandum to the file from
Michael Strollo entitled, “Verification of the Sdes Questionnaire Responses of Funa Electric Mdaysa
Sdn. Bhd. and Funai Electric Co., Ltd. in the Antidumping Duty Investigation of Certain Color
Televison Recaiversfrom Maaysa’ (Funa Electric sdes verification report) at pages 18-19.

We agree with the petitioners that the corrected dates of sale and shipment should be used when
cdculating credit expense for the fina dumping margin. However, we disagree that AFA iswarranted
to caculae credit expenses for any other transactions. Specificdly, we find that Funal Mdaysa did not
withhold informetion, fall to provide information to the Department in atimely manner, impede the
proceeding, or provide unverifiable information. With respect to its submitted dates of sde and dates of
shipment, while three dates of sales and two dates of shipment were improperly reported, we found that
the mgjority of the data examined was correct. Of the remaining sales, we note that only two of the
errors affected the reported credit expenses, both of these were minor, and of these two, one involved
anomal ous circumstances which may have contributed to the reporting errors. See the CEP verification
report at 11 and exhibit 10 for a description of these circumstances. Moreover, because: 1) we were
able to verify that the vast mgjority of the submitted information was reported correctly, and 2) we have
corrected information to account for the errorsidentified at verification, we are satisfied that adequate
information exists on the record of thisinvestigation with which to caculate credit expenses accurately.

Consequently, for purposes of caculating our find determination, we have corrected the dates of
shipment and/or dates of sale for these three observations.
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Comment4:  U.S Billing Adjustments®

The petitioners note that the Department found at verification that Funai Malaysia did not account for
billing adjustments on salesto certain U.S. customers.  Moreover, because Funai Maaysiahad smilar
adjustment agreements with other large U.S. customers for non-subject merchandise, the petitioners
reason that Funai Maaysalikely proffered the same agreements to them for subject merchandise.
Therefore, for the final determination, the petitioners contend that adjustments should be deducted from
Funa Mdaysa s reported gross unit price for sdesto dl large U.S. customers, not only those where
the Department specificaly found unreported data

Funai Maaysa agrees that the Department should make a billing adjustment on Funai Corp.’s salesto
certain large U.S. customers. In fact, Funa Mdaysanotes that Funai Corp. itself identified this
adjustment as aminor correction at the start of verification. However, Funa Maaysa argues that there
is no bassto apply hilling adjustments on salesto other large U.S. customers because the Department
thoroughly examined Funa Corp.’ s billing adjustment activity at verification and confirmed that Funai
Corp. provided adjustments on sales of subject merchandise to one large U.S. customer only. Funai
Maaysia notes that the adjustments provided to other large U.S. customers, as the petitioners admit,
occurred only on sales of non-subject products.

According to Funai Maaysa, assgning billing adjustments based on speculation would be tantamount
to applying adverse facts available, an action for which the petitioners have provided no basis. Given
that the record confirms that Funai Maaysa voluntarily disclosed the adjustments in question at the start
of verification and the Department verified the accuracy of this data, Funai Maaysa contends that
adverse inferences are not warranted here.

Department’ s Position:

At the sart of verification, Funal Corp. identified certain billing adjustments paid on sdesto U.S.
customers which had not been reported inits U.S. sdlesligting. See the CEP verification report at page
2. Because we confirmed the accuracy of these adjustments & verification, we have included them in
our find margin andyss

We disagree with the petitioners that it is gppropriate to adjust for billing adjustmentsto other large
U.S. cusomers. At verification, we examined this issue thoroughly and found no evidence that Funa
Corp. failed to report smilar billing adjustments on these sdles. The petitioners alegeation that Funai

3 Funai Maaysia has characterized these adjustments as “billing” adjustments because it
claimed business proprietary trestment for the specific adjustment program. As a consequence, we
have used Funal Mdaysia s terminology here. For adescription of the actud type of agreements, see
pages 69 and 70 of Funai Mdaysa srebuttal brief.
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Corp. must be presumed to have granted identica billing adjustments for al merchandise sold, whether
subject or non-subject, is based on nothing more than speculation. 1t iswell established that mere
speculation does not condtitute substantia evidence, and that the latter is the standard for substantiating
an agency finding. See Asociacion Colombiana Exportadores de Flores v. United States, 40 F. Supp.
2d 466 (CIT 1999) at 471-472. Therefore, we have not made the adjustment proposed by the
petitioners for purposes of the final determination.

Comment 5:  Unreported Sales Discounts

The petitioners note that Funai Malaysa made EP salesto certain U.S. customers during the POI, and
that it did not report any adjustmentsto U.S. price for these transactions. The petitioners argue that the
Department should deduct discounts on these sales because certain of the documents taken at
verification indicate that Funal Mdaysiapaid a sales discount to its U.S. customer. The petitioners
contend that, given that thisis not the only ingtance in which Funai Maaysawithheld information about
adeduction to its reported U.S. prices, the Department should apply partiadd AFA and assume that
Funa Maaysapad discounts on EP sdes of subject merchandise. The petitioners argue that, as AFA,
the Department should express the discount observed at verification as a percentage of total EP sales
and then gpply the resulting retio to the gross unit prices reported in the U.S. saleslisting.

In addition, the petitioners note that, at the CEP verification, the Department found that Funai Corp.
failed to report discounts for early payment granted on sales to one customer.  The petitioners contend
that the Department should take these discounts into account in the find margin calculaions.

Regarding thefirst issue, Funal Maaysa argues that the two documents referenced by the petitioners
do not relate to discounts provided on EP sdles of subject merchandise, but rather discounts that Funai
Maaysa extended on sales of non-subject merchandise. Consequently, Funai Maaysia contends that
the Department should not deduct sales discounts on the company’s EP sales of subject merchandise
during the POI.

Regarding the second issue, Funal Maaysia agrees that the early payment discounts should be
deducted from CEP for the final determination.

Department’ s Position:

We have reviewed the documents taken at verification and agree that the EP sdes discounts in question
relate to sales of non-subject merchandise. I1n addition, we note that we found no unreported discounts
on POl EP sdes a verification. Consequently, for the find determination, we have not made any
adjustment for saes discounts to Funai Malaysa' s reported EP sdes.
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Regarding the CEP sdes discount found at verification, we find that Funai Mdaysid s failure to report
this discount was inadvertent, and the amount minor. Accordingly, we have accounted for these
discountsin our find caculations, usng the data taken at verification.

Comment 6: U.S Rebates

The petitioners contend that documents examined & the CEP verification reved the Funa Maaysa
falled to report rebates to severd U.S. customers, some of which are noted in the CEP verification
report and one other which isnot. The petitioners contend that this under-reporting of price
adjustmentsis pervasve, given that Funa Maaysafailed to report one type of adjustment or another
on three out of the five sdes examined a verification. Specificaly, the petitioners claim that Funa
Malaysafailed to report arebate to one customer, an early payment discount to another, and an
advertisng adjustment to athird. (For further discussion of these latter adjustments, see Comments 4
and 5, above.)

The petitioners clam that, given this extraordinary error rate, the Department should find that Funai
Maaysiadid not act to the best of its ability in reporting its U.S. price adjustments. Therefore, the
petitioners argue that the Department should base the amounts of the price adjustments in question on
AFA. AsAFA, the petitioners contend that the Department should apply the adjustment percentage
observed at verification to ether: 1) al U.S. sadles during the POI for which no rebate was reported; or
2) dl sdesto the U.S. customersto which Funai Corp. made the sdles at issue,

Funai Madaysia argues that, contrary to the petitioners assertion, it did, in fact, report the rebate in
question. Specificdly, Funa Mdaysaassartsthat, initsorigind section C response, Funa Mdaysa
included this adjustment in the fidd ADVERTU. Funai Maaysia contends that it subsequently provided
sample documentation demongtrating thet it had granted the adjustment, part of which was reviewed by
the Department at verification and retained in verification exhibit 20.

Similarly, Funa Mdaysadso notes that it initidly reported the advertisng adjusment cited by the
petitioners. However, Funa Maaysa asserts that, in reviewing its records in response to aquestion in
asupplementa questionnaire, it found that the customer had not claimed the advertising rebate and so it
revised the sales database to diminate it. Although the customer did, in fact, claim the rebate after this
submission, Funai Maaysia contends that it would be inappropriate for the Department to make
adverse assumptions with respect to saes to other customers based on these facts. Funal Mdaysia
notes that this error can be easily corrected for the find determination.

Finally, with respect to the early payment discount, Funai Maaysia notes that the Department verified
that the customer paid the full amount of theinvoice. Thus, Funa Maaysa contends thet there is no
factud basisfor arebate adjusment here either.



16

Funa Maaysa argues that the petitioners attempt to extrgpolate adverse adjustments to unexamined
CEP sdlesbased on asingle clerical error is unwarranted. Funai Madaysa maintains that the
Department has long recognized that minor errors can and do occur in complex investigations that are
conducted on a compressed time schedule. Consequently, Funai Malaysia contends that thereis no
bass for the gpplication of AFA with respect to its price adjustments.

Department’ s Position:

We have examined the evidence on the record relaing to rebates, advertisng adjustments, and early
payment discounts and find that there is no basis to gpply AFA to account for unreported data. Based
on our review of the data, we disagree with the petitioners that Funai Maaysiafailed to properly
account for rebates and advertisng alowances on the sales examined at verification. At page 16 of the
CEP veification report, we noted that the customer referenced by the petitionersin their case brief
received a rebate and a cooperative advertisng adjustment. We further noted that both of the
adjusments were reported in the fild ADVERTU, which we deducted from gross price in caculating
the net U.S. price. Additiondly, we confirmed that the rebate percentages for this customer, for actua
rebates and for cooperative advertisng, were correctly reported in the U.S. sdesligting.

Regarding advertising adjustments granted to other customers, we agree with the petitioners that Funai
Corp. failed to report these expenses on sales to certain U.S. customers. However, we disagree with
the petitioners contention that Funai Corp. repeatedly failed to report deductionsto U.S. price. Inthis
ingtance, Funa Madaysainitidly reported the advertisng adjustment in question. However, in response
to the August 19, 2003, supplementa questionnaire, Funal Maaysia found that the customer had not
clamed the advertisng rebate and o it revised the sales database to diminate it. At verification, we
noted that this customer did indeed claim the rebate. See the CEP verification report at page 17.
However, based on our findings at verification, we confirmed that Funai Corp. did not grant the rebate
to the customer until after its response was received by the Department. We a so note that we have the
verified amount on the record. See the CEP verification report at exhibit 20. Additiondly, as noted in
the CEP verification report, we did confirm that Funai Corp. correctly reported rebates to other
relevant customers. See the CEP verification report at page 17.

Findly, with respect to the early payment discount, contrary to Funa Mdaysia s clam, Funai Corp.
could not demonstrate whether it had granted this rebate to the customer based upon the amount
agreed upon in the deder program advisory form. See the CEP verification report a page 17.
Therefore, because this customer was entitled to a rebate and there is no information on the record to
support Funa Mdaysia s conclusion that this customer did not claim the rebate to which it was entitled,
we are adjusting salesto this customer to account for the rebate amount listed on the dedler program
advisory form.

Accordingly, while we find that Funa Maaysiafailed to properly account for rebates to certain U.S.
cusomersin alimited number of instances, given our findings a verification, we do not find thet this
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falure was so pervasve asto warrant AFA. In addition, we note that, because we have information on
the record with which to correct the discrepancies discovered at verification, we have used the price
adjugmentsin question in our find margin andyss. Consequently, for the find determination, we have
relied on the rebate information provided by Funai Maaysa, except in those instances identified above.

Comment 7 U.S Inland Insurance Expenses

At the gart of the CEP verification, Funal Mdaysainformed the Department that Funai Corp. had
mistakenly applied the insurance premium rate to 100 percent of the transfer vaue of the subject
merchandise, rather than to 110 percent of this value specified in the relevant insurance contract. The
petitioners contend that the Department found significant additiona errorsin the reported amounts for
U.S. insurance, as evidenced by the reca culations shown in the CEP veification report. According to
the petitioners, the record does not contain sufficient information for the Department to make an
accurate adjustment because the respondent failed to fully disclose the errors concerning its reported
U.S. inland insurance; consequently, the Department is authorized to resort to facts available. Asfacts
avallable, the petitioners contend that the Department should apply the highest rate of understatement
found during verification to dl of Funai Mdaysas*“channd 3" sdes. Inthe dternative, the petitioners
contend that Department should apply the smple average of the understatement rate to al of these
sdes.

Funai Maaysa contends that the formula provided at verification is correct, and that the Department
can caculate accurate insurance expenses smply by applying it to the data dready reported. Asa
result, Funai Maaysa argues that there is no basisto apply AFA because the Department has
information on the record necessary to calculate an accurate adjustment.

Department’ s Position:

Initsorigind section C response, Funal Corp. indicated that it calculated U.S. inland insurance
expenses by multiplying the FOB vaue of the merchandise on a mode-specific basis by the insurance
premium because it could not tie its monthly premiums to particular invoices. See Funa Mdaysa's
August 6, 2003, section C response a page C-26, Exhibit C-11, and Exhibit C-11-C. During the
CEP veification, however, Funa Corp. explained that it improperly calculated U.S. inland insurance
expenses based on 100 percent of the transfer value from Funai Electric, rather than 110 percent of the
transfer value. See the CEP verification report at page 1. Moreover, Funa Maaysaindicated that
these expenses could be caculated on atransaction-specific basis, rather than by mode, using the
mark-up reported in the U.S. sdleslisting. Based on these assertions, we recalculated U.S. inland
insurance expenses for each of the specific transactions examined at verification, and we set forth these
resultsin our verification report.  See the CEP verification report at page 14.

The petitioners presume that, due to the Sgnificant differences found in the U.S. inland insurance
expenses examined a verification, there must be additiond, undisclosed errorsin Funai Madaysa's
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data. However, we note that U.S. inland insurance expenses were recal culated on atransaction-
specific basis by multiplying the gross unit price of each transaction examined during verification, minus
the mark-up between Funai Electric and Funa Corp., by the insurance premium. Although this
methodologica change was not explicitly mentioned in the verification report, it is obvious from the data
found elsewhere on the record, including data reported in Funai Maaysia s origind section C response.
Therefore, while we agree with the petitioners that the differences observed a verification is not solely
accounted for by the difference between 100 and 110 percent of the transfer value of the merchandise,
we note that the remainder of the differences are attributable to the difference in the bases to which the
rate was applied (i.e, the trandfer vaue and the gross unit price less mark-up).

However, for the final determination, we have reevauated the methodology used in the verification
report for recaculating U.S. inland insurance expenses. As stated inits August 6 section C response at
page 26 and in the CEP verification report at page 13, Funai Madaysa' s expensesfor U.S. inland
insurance (aswell as U.S. customs duties; see Comment 9 below) are caculated on a modd-specific
bass. However, in the CEP verification report, we recaculated U.S. inland insurance expenses on a
transaction-specific bas's, using the gross unit price to the customer as the starting price for our revised
caculaions. Because the gross unit price charged to the customer does not represent the price from
Funai Electric to Funai Corp., and thus, the entered value of the subject merchandise, we do not
consider the methodology employed in the CEP verification report to be an accurate basis from which
to cdculate U.S. inland insurance expenses. Moreover, given that the mark-up onindividua sdesto
Funai Corp.’s customers varies by transaction, we have no reasonable or accurate way to estimate it.
Therefore, because the gross unit price charged to the customer bears no relation to the transfer value
of the merchandise from the foreign seller to the affiliated U.S. resdller, we have reconsidered our
finding at verification that it is gppropriate to caculate U.S. insurance expenses on a transaction-specific
bass. Rather, we have recaculated Funai Corp.’s U.S. inland insurance expenses by applying 110
percent to the figures reported in the most recent U.S. database.

Contrary to the petitioners clam, we found no evidence of a pattern of misreporting of data nor any
indication that the respondent attempted to midead the Department or impede the proceeding.
Accordingly, there is no information on the record to support afinding that AFA iswarranted with
respect to Funai Corp.’s U.S. inland insurance expenses. Indeed, we note that we confirmed the
accuracy of each of the transfer prices reviewed a verification, and we tied these prices to Funa
Corp.’s norma books and records without discrepancy. See the CEP verification report at page 13.
Therefore, we find that it is gppropriate to rely on the expenses reported by Funai Corp., adjusted as
noted above, for purposes of the final determination.

Comment 8  U.S Other Transportation Expenses

The petitioners note that, during verification, Funal Mdaysa oversated the tota units of CTV's
trangported between its U.S. warehouses for “channel 3" sdes. Asaresult, the petitioners argue that
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the unit transportation expenses for the affected sdes were understated. The petitioners contend that
this error should be corrected in the find determination.

Funa Mdaysaadmits that it inadvertently understated its U.S. other trangportation expenses. Funa
Maaysa notes that it calculated this expense based on data submitted in itsinitid section C sdesfile;
however, Funa Mdaysa s revised sdesfile contained fewer units than the origina database.
Consequently, Funai Mdaysia agreesthat it relied on the incorrect denominator to caculate this
expense. Nonethdess, Funal Maaysa posits that this insgnificant adjustment should be disregarded in
accordance with 19 CFR 351.413 because it would barely increase the reported U.S. other
trangportation expenses for “channd 3’ sdes of one modd and thus it has a negligible impact on total
sdesvaue

Department’ s Position:

Section 777A(a)(2) of the Act dlows the Department to decline to take into account adjustments which
areinggnificant in relation to the price or value of the merchandise. Section 351.413 of the

Department’ s regulaions further defines an “inggnificant adjustment” as any individua adjustment
having an ad vaorem effect of less than 0.33 percent, or any group of adjustments having an ad
vaorem effect of less than one percent, of the EP, CEP, or NV.

However, as noted in the preamble to the regulations, “[section] 351.413 gives] the Department the
flexibility to determine, on a case-by-case bad's, whether it should disregard a particular inggnificant
adjusment.” See Natice of Fina Determination of Sdesat Less Than Fair Vdue: Stainless Stedl Sheet
and Strip in Coils From the Republic of Korea, 64 FR 30664, 30683 (June 8, 1999) at Comment 13;
Antidumping Duties, Countervailing Duties, Notice of Proposed Rulemaking and Request for Public
Comment, 61 FR 7308, 7318 (Feb. 27, 1996); see also Antidumping Duties; Countervailing Duties
FHnd Rule, 62 FR 27296, 27319- 20 (May 19, 1997). Inthe instant case, because we have the
corrected, verified information with respect to Funai Corp.’s U.S. other transportation expenses on the
record of this proceeding, we have used this information for the fina determination.

Comment9: U.S Customs Duties

In comments submitted prior to the preliminary determination and again prior to the U.S. sdes
verification, the petitioners expressed concern that Funai Maaysia had understated the customs duties
reported for certain CTVs. The petitioners note that at verification the Department did not examine the
duties reported for the models cited in their comments.

The petitioners again argue that the information on the record strongly indicates that Funa Maaysa

under-reported customs duties for a portion of its U.S. sdles. The petitioners bolster their concluson
using data obtained a verification regarding the transfer vaue of the CTVsincluded in the sdesliding.
Specificdly, the petitioners provide an example illugtrating the “ correct” customs duties by: 1) deriving
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the transfer vaue using information taken during the verification of U.S. inland insurance expenses; and
2) gpplying the customs duty rate to thisamount. The petitioners then compared this“ correct” amount
to the amount reported and found that the reported amount was lower. Moreover, the petitioners
contend that this comparison is conservative because the “ correct” amount does not include any
customsfees. Asaconsequence, the petitioners argue that the Department should adjust the customs
duties reported for dl of Funa Maaysa s U.S. sdes using the combined rate for customs duties and
fees.

However, in cases where Funai Maaysa clamed at verification that it over-reported its customs duties,
the petitioners argue that the Department should not reduce the reported amounts. The petitioners
contend that it isup to U.S. Customs and Border Protection to decide whether to reimburse Funai
Maaysafor its dleged overpayments. The petitioners assert that the reported U.S. duties for these
sdes represent the actua costs incurred and, therefore, the Department should continue to deduct them
from the gross unit pricein thefina determination.

Funai Madaysa argues that the Department thoroughly examined its reported customs duties at
verification. Specificaly, Funa Maaysa asserts that the Department tied the reported expensesto the
relevant customs entry documentation without noting any discrepancies. Therefore, Funa Mdaysa
argues that, because the Department fully verified the accuracy of the information on the record, the
Department has no basis to substitute actud, verified expenses for ones contrived by the petitioners
based on inaccurate estimates of transfer prices.

Department’ s Position:

Initsorigina section C response, Funai Maaysaindicated that it had reported U.S. customs duties on
amodd-specific basis. See Funal Maaysa s August 6 section C response at C-27-28 and exhibit C-
11E. Weexamined Funa Mdaysa s methodology for reporting U.S. customs expenses & verification
and confirmed that Funal Mdaysa reported the entry vaue of the merchandise on a mode-specific
bagis, not atransaction-specific basis. Therefore, in caculaing U.S. customs duties, Funal Mdaysa
caculated U.S. customs duties based on the per-unit FOB value of the merchandise entered multiplied
by the applicable duty percentage based on the Harmonized Tariff Schedule of the United States. At
verification, we examined customs entry and payment documentation for the sdected sdes and
confirmed that the duty amounts listed on the customs entry documentation were the actua amounts
paid by Funai Corp. See the CEP verification report a exhibit 13.

We disagree with the petitioners that the record shows that Funai Maaysia Sgnificantly under-reported
its U.S. customs duties. The“evidence’ proffered by the petitioners to demonstrate this point is based
on atheoreticd “transfer price’ between Funal Electric and Funai Corp., derived from caculations set
forth in the CEP verification report. However, as noted in Comment 7, above, the “transfer price’ is
not the actud transfer value, but merely the gross unit price to the customer minus the mark-up on the
sde between Funai Electric and Funai Corp. Thus, aswe found above, because the gross unit price
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charged to the customer (less mark up) does not represent the price from Funai Electric to Funai
Corp., and thus, the entered vaue of the subject merchandise, we do not consider the petitioners
recalculations to be probative.*

Therefore, because Funai Maaysia completely reported the U.S. customs duty amounts incurred and
paid for the merchandise entered, we disagree with the petitioners that it would be appropriate to make
adverse assumptions regarding U.S. customs dutiesin this case. Rather, we have continued to use
Funa Mdaysa s reported U.S. custom duty expensesfor the final determination.

Comment 10:  U.S Indirect Warranty Expenses/U.S International Freight Expense

The petitioners argue that at the U.S. sdles verification the Department found that Funai Mdaysafalled
to calculate indirect warranty expenses for anumber of U.S. sales and misreported internationa freight
expense for one transaction. According to the petitioners, the Department should include indirect
warranty expenses incurred by Funai Corp. for these sales based on the Department’ s verification
findings and should use the verified internationd freight amount initsfina determination.

Funa Mdaysaagrees that it inadvertently omitted indirect warranty expenses on asmall number of
sdes obsarvations, and it misreported freight for another. However, Funai Maaysia argues that the
errors discovered at verification are so small that they should be disregarded under 19 CFR 351.413,
because they are indggnificant to the company’s overal dumping margin.

Department’ s Position:

Asnoted in Comment 8, above, the Department does not automaticaly disregard adjustments pursuant
to 19 CFR 351.413 merdy because they are smal enough to be considered “indgnificant.” Inthis
case, we have verified information with respect to Funai Corp.’s indirect warranty and internationa
freight expenses on the record of this proceeding. Consequently, we have used this information for the
fina determination because we find no compelling reason to disregard it.

Comment 11: Date of Payment/Letter of Credit Sales
Inits U.S. sdesligting, Funa Mdaysareported the date of invoice as the date of payment for al saes

where payment was based on letter of credit. At verification, we found that the payment date recorded
in Funa Electric’s accounting records was the date upon which it actualy drew from this letter of credit.

4 Indeed, we note that the difference between the transfer prices observed at verification and
the resde pricesto the first unaffiliated customer could be significant. Thus, we are not surprised that
the petitioners are unable to duplicate Funa Maaysd s cdculations by merdy applying the published
customs duty rates for particular merchandise categories.
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Based on thisfinding, the petitioners argue that the Department should revise Funa Maaysia s reported
payment dates to reflect the payment dates recorded in its accounting records.

The petitioners assert that it is settled Department policy that a respondent’ s reported data be tied to
the same data in the respondent’ s books and records. As support for this contention, the petitioners
cite Sainless Sted Bar from Japan: Find Results of Antidumping Administretive Review, 65 FR 13717
(Mar. 14, 2000) and accompanying decision memorandum at Comment 1 (where the Department
stated thet it isits intent to use a date of sde that can betied to the respondent’ s books and records);
and Notice of Find Determination of Sdlesa L ess Than Fair Vaue: Sulfanilic Acid from Portugd, 67
FR 60219 (Sept. 25, 2002) and accompanying decision memorandum at Comment 2 (where the
Department stated that its practice is to rely on data from the respondent’ s normal books and records
where those records are prepared in accordance with home-country generally accepted accounting
principles (GAAP) and reasonably reflect the costs of producing the merchandise). Further, the
petitioners note that in an antidumping proceeding the respondent bears the burden of demongtrating
entitlement to the nature and amount of an adjustment, pursuant to 19 CFR 351.401(b)(1). Inthis
case, the petitioners conclude that Funai Mdaysa s claim for credit expenses on the sdesin question
condtitutes an adjustment which is unsubstantiated by Funai Electric’ s books and records.

Findly, the petitioners maintain that, because the invoice date, the date upon which Funa Mdaysa
presents the shipping documents to the bank, and the date that Funai Maaysia draws on the letter of
credit do not coincide, the reported date of payment is merely theoretical and cannot be relied upon.
Further, the petitioners assert that Funal Madaysd s dternative date of payment, the date when Funai
Electric presented the shipping documents to the bank (see below), should be rgected by the
Department because Funa Maaysareveded thisinformation after the deadline for the submission of
new factua information.

Funa Mdaysiaarguesthat it did not incur an imputed credit expense for the sdesin question, asthe
letter of credit congtitutes a separate and distinct contract with the issuing bank to receive payment
regardiess of whether the buyer actually compensates the issuing bank. Funai Maaysa notes that the
Department has held in previous cases that an adjustment for credit expensesis not warranted in this
gtuation. As proof of this assartion, Funai Mdaysa cites Color Televison Receivers from the Republic
of Korea, Find Reaults of Antidumping Duty Adminidretive Reviews, 61 FR 4408, 4410 (Feb. 6,
1996) (TVsfrom Kores), which stated that “it is not the Department’ s policy to caculate a credit
expense for ‘at 9ght’ sdes, snce generdly for these sdes, payment by the bank is effected immediately
upon presentation of the sales documentation.”

Funai Maaysa contends that, should the Department find that the invoice date is not the gppropriate
date of payment for these sdes, the only reasonable dternative would be to use the date upon which
Funai Corp. presented the shipping documents to the bank. Funai Maaysianotesthat in Circular
Welded Non-Alloy Sted Pipe from the Republic of Korea: Final Results of Antidumping Duty
Adminidraive Review, 63 FR 32833, 32842 (June 16, 1998) (Korean Pipe), the Department found
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that it was proper to adjust the credit period on letter of credit sdes using the date on which the
respondent presented the required documents to the bank as there was *no reason to believe the letter
of credit is actualy negotiable upon receipt.”

Department’ s Position:

With respect to sdles made pursuant to letter of credit, we note that in Korean Pipe, the Department
stated:

We normdly adjust for imputed credit expense to account for the opportunity cost associated
with the period of time between shipment and payment. Because payment by the bank is not
made until the required documents are presented by Union, an adjustment for imputed credit
expense for the waiting period is proper. We have no reason to believe that the letter of credit
is actudly negotiable upon receipt.

See Korean Pipe, 63 FR at 32842.

We find that this palicy is generdly consstent with that set forth in TVsfrom Korea. In that case, the
Department determined that: 1) it was not the Department’ s genera policy to calculate a credit expense
for “a 9ght” sdes, ance generdly for these sales, payment by the bank was effected immediately upon
presentation of the sales documentation; and 2) documents collected at verification indicated that there
was generdly only aone day lag between the date of payment and date of shipment. See TVsfrom
Korea, 61 FR at 4410. In the instant case, however, we note that, while we agree with Funai Mdaysa
that, likein TVsfrom Korea, payment by the bank is effected immediately upon presentation of the
sdes documentation to the bank, unlike in TV s from Korea, here there is significantly more than aone
day lag between the invoice date and the presentation of the shipping documents to the bank. Because
payment by the bank is not made until the required documents are presented by Funai Electric, an
adjustment for imputed credit expense for the waiting period is proper.

Furthermore, we disagree with the petitioners claim that Funa Maaysaincluded new factud
information in its case brief. At verification, we obtained documentation which included the

presentation dates for al the EP sdlesin question. Funai Maaysia correctly noted that the presentation
datesfor al EP sdes were contained in sales verification exhibits 9, 10, and 13. Because Funai
Malaysiaidentified the complete universe of presentation dates for EP sales made on aletter of credit
bads at verification, we have accurate information on the record for dl of these transactions upon which
to caculate credit expenses. Therefore, we have accepted Funal Maaysid s revised payment dates for
caculation of credit expenses for EP sales made on aletter of credit basis for the final determination,
and, we have recalculated imputed credit expenses accordingly.
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Comment 12: Calculation of Imputed Credit Expenses

Inits preliminary determination, the Department based its calculation of imputed credit expenses for
CEP sdeson Funa Corp.’s unit price net of early payment discounts. Funa Maaysa arguesthat the
Department should have also deducted rebates and advertising discounts from the unit price.

Funai Malaysia asserts that the Department’s practice is to caculate credit expenses on the basis of
accounts receivable, asthis reflects the opportunity cost of the credit extended to the customer. As
support for this assertion, Funai Maaysa cites Certain Preserved Mushrooms From India Finad Results
of Antidumping Duty Adminidrative Review , 68 FR 41303 (July 11, 2003) and accompanying
decison memorandum a Comment 7 (Indian Mushrooms) (where the Department based credit
expenses on the sdles price, less any discounts or price adjustments granted at the time of sale); and
Certain Fresh Cut Flowers From Colombia; Fina Results of Antidumping Duty Adminidretive Review,
63 FR 31724, 31731 (June 10 1998) (where the Department calculated credit expenses net of
commission and internaiond freight for U.S. sales made through unaffiliated importers). Funai
Malaysia notesthat Funa Corp. agrees with its cusomersin advance the amount of the early payment
discounts, advertising reimbursements, and rebates that will gpply at the time of sdle, and memoridizes
this on a“ Dedler Program Form” for each customer which specifies both an invoice cost and a net cost.
Funai Maaysiaargues that as Funai Corp. never expects payment of theinvoice price, credit expenses
should be caculated on the basis of the price which it expectsto receive (i.e., the unit price less early
payment discounts, advertising reimbursements, and rebates).

The petitioners note that Funai Maaysia has characterized advertising rembursements, like early
payment discounts, and rebates, as price adjustments that are agreed upon prior to the sdeto the
customer. Further, the petitioners note that Funai Maaysia has argued that it does not “incur”
advertiang expenses, but merdy reimburses Funa Corp.’ s ultimate customers for the advertisng
expenses they incur. The petitioners argue that, in the event that the Department agrees with Funai
Malaysaregarding the credit base, it should trest Funal Maaysid s reported advertisng
reimbursements as a price adjustment, not adirect sdling expense. Accordingly, the petitioners assert
that the Department should remove thefidd “ADVERTU” from the calculations for the surrogate direct
sdling expenseratio for CV if the Department continues to goply its preliminary methodology in
esimating Funal Maaysa s direct selling expenses for comparison to NV.

Department’ s Position:

Funa Corp. agrees with its customers in advance of the sde upon early payment discounts, advertisng
reimbursements, and rebates. However, the invoice price does not reflect these discounts. While the
early payment discount is granted immediately upon payment within the specified time period via
payment of the reduced price, the customer must gpply for advertising adjustments and rebates
retroactively. Asnoted in Indian Mushrooms at Comment 7, “{t} he imputed credit expense represents
the opportunity cost to { the corporation} for shipping its asset, the merchandise, to the customer prior
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to receiving the customer’ s payment.” In the ingtant case, the opportunity cost congtitutes the invoiced
vaue of the merchandise (minus an early payment discount where gppropriate), as the customer is
respongible for paying the full invoiced amount. Although a credit for advertisng rembursements and
rebates may later be granted, and may even be used to offset the amount of afuture invoice, the
customer nonetheless remains responsible for the full invoice price. Indeed, we note that this rationale
is particularly apposite here, given that we were unable to determine whether such rebates were granted
in certain instances. See the CEP verification report a page 17. Therefore, for the final determination,
we have continued to calculate imputed credit expenses based on Funai Corp.’s unit price net of early
payment discounts, in accordance with our practice.

Comment 13: U.S Indirect Selling Expenses

The petitioners note that the Department found minor errorsin Funai Corp.’sreported U.S. indirect
sling expense data at verification. For the find determination, the petitioners argue that Funai Corp.’s
reported data should be adjusted based on these findings. Specificaly, the petitioners argue that Funai
Corp. mistakenly deducted al expensesin its “ Saes Promotion Expensg’ account from its U.S. indirect
sling expense cdculation, thereby understating the indirect selling expenses incurred in the United
States during the POI. In addition, the petitioners note that Funai Corp. could not support the offset it
clamed in the calculation of indirect selling expenses. Therefore, the petitioners argue that Funai
Corp.’sindirect selling expense ratio should be recdculated to include dl expensesin the Sales
Promoation Expensg’ account and to exclude the offset in question.

Funai Malaysa stated that it does not oppose the revisions as described above.

Department’ s Position:

We agree. For the fina determination, we have revised Funai Corp.’sindirect selling expenseratio
basaed on the findings & verification For the details of this calculation, see the April 12, 2004,
memorandum to the File from Mike Strallo entitled, “ Ca culations Performed for Funal Electric
(Mdaysa) Sdn. Bhd. (Funa Mdaysia) for the Find Determination in the 2002-2003 Antidumping Duty
Investigation of Certain Color Televisons from Madaysa”

Comment 14: Expenses Associated with Sample Sales

Inits questionnaire response, Funal Maaysiaincluded the cost of sample CTVs as part of indirect
sdling expenses. At verification, we found that these sample products were not provided free of charge
to U.S. customers, but rather were sold on acommercia basis. While the mgority of these sdleswere
to employees, one transaction was a sale to one of the company’ s norma customers. Because these
transactions were made for consideration, and thus congtituted sales, we recalculated Funai Corp.’s
indirect sdlling expenses to remove the cost of these items and st forth the resulting percentage in the
CEP veification report. See the CEP verification report at page 21.
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The petitioners contend that, if the Department considers these transactions to be “actud sales” it
should include them in the U.S. sdleslidting using neutrd facts avallable. According to the petitioners,
given that these sales were made to employees, it islikely that they were made at very low prices, and
falure to report them renders Funa Mdaysa s U.S. sdesliging ingppropriatdy incomplete. Asfacts
available, the petitioners contend that the Department should assign the lowest net price reported in the
U.S sesliding.

Alternatively, the petitioners contend that, if the samples were offered to employees free of charge, the
Department must account for the associated cost as part of indirect saling expenses. The petitioners
offer no support for their supposition that these samples may have been free.

Funa Maaysia notes that the record in this case clearly demongtrates that the transactionsin question
were actua saes of samples which were mainly provided to employees for promotiona purposes.
Funa Maaysaimpliesthat its origind trestment of these transactions (i.e., indusion in indirect sdling
expenses) was correct. However, it arguesthat, if the Department erroneoudy confirms that they were
sdes, it hasthe authority to disregard them under its practice of disregarding smdl, anomdous sdes. In
support of this assertion, Funa Maaysia cites Notice of Fina Determination of Sdles at Less Than Fair
Vaue Certain Cold-Rolled Carbon Stedl Flat Products From Belgium, 67 FR 62130 (Oct. 3, 2002)
and accompanying decison memorandum a Comment 1 (where the Department alowed a respondent
not to report certain further-manufactured products based on the facts that the respondent encountered
data collection difficulties and these sales represented |ess than five percent of the company’s overdl
saes).

Funa Mdaysa assarts that including these sdes using the petitioners  proposed methodology would be
adverse and inappropriate. Moreover, Funai Maaysia contends that this gpproach is unwarranted
because the Department has dl the actud information necessary to include these sdlesin its analys's
(i.e,, invoices showing price, terms of delivery, and terms of sde).

Department’ s Position:

As noted above, we examined the circumstances under which Funai Corp. provided sample sets at the
CEP veification. Wefound that in dl ingtances but one Funai Corp. sold the setsin question rather
than providing them free of charge. See the CEP verification report at page 21. Therefore, because
these sets were provided for consderation, we find that the transactions at issue condtitute actual sales
during the POI. As such, we find that it would be inappropriate to include the cost of this merchandise
in Funal Corp.’sindirect sdlling expenses.

We agree with Funai Maaysathat the Department has the discretion to disregard a small portion of
sdes(i.e, usudly lessthan five percent of arespondent’ stota saes). In Notice of Finad Determination
of Sdesat Not Less Than Fair Vaue: Pure Magnesum From the Russian Federation, 66 FR 49347
(Sept. 27, 2001) (Pure Magnesium from the Russian Federation), and accompanying decision
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memorandum at Comment 10, the Department excluded two trid shipments made in smal quantities
fromitsandyds, noting thet,

“{i}nlessthan fair vaue investigations, the Department is not required to examine dl sdes
transactionsin the United States. For this reason, our practice has been to disregard unusual
transactions when they represent a smal percentage (i.e., typicdly less than five percent) of a
respondents stota sales, asis the case here with Greenwich’stwo trid shipments.”

See Pure Magnesum From the Russian Federation, 66 FR 49437 at Comment 10. See aso Notice of
Preliminary Determination of Sdes at Less Than Fair Vaue: Hot-Rolled Hat-Rolled Carbon-Qudlity
Stedl Products from Japan, 64 FR 8291 (Feb. 19, 1999)°, (where the Department determined that
further manufactured sales through an affiliated party accounted for less than five percent of totd U.S.
sdes and it disregarded them; and Find Determination of Salesa L ess Than Fair Vaue: Coated
Groundwood Paper From Finland, 56 FR 56363, 56371 (Nov. 4, 1991) (where the Department
dated that, in less-than-fair-value investigations, it is not required to review every sale and frequently
excludes certain sdesfrom its andyss).

Finaly, we disagree with petitionersthat it is gppropriate to include these sdesin the U.S. sdeslising
using facts available. We note that the petitioners  proposed methodol ogy, athough characterized as
“neutral,” in fact requires the Department to make adverse inferences. We find that adverse inferences
are not gppropriate in this case because: 1) Funai Maaysiadid not attempt to concedl these
transactions from the Department; and 2) there is no evidence that it attempted to manipulate its
dumping margin by not reporting them, given that it included the cost of these transactionsin itsindirect
sling expenses. Under these circumstances, we find that Funai Maaysa reported these transactionsin
good faith, and as such we have made no adverse inferences with respect to them.

Comment 15: Reclassification of Foreign Indirect Selling Expenses as G& A

Inits questionnaire response, Funai Maaysa reported indirect selling expenses incurred on U.S. sales
by Funa Electric, and by Funai Maaysiaitsalf. Because we found that these expenses were not
associated with economic activity in the United States, we did not deduct these selling expenses from
U.S. price for purposes of the preliminary determination. The petitioners disagree with this decison,
maintaining that Funa Electric’'s and Funai Madaysa s expenses are directly related to the production
and/or sale of subject merchandise, and therefore the Department should make the following
adjusments with regard to these expenses for the final determination: 1) it should treat Funal Maaysa's
reported indirect salling expenses as G& A expenses and add them to CV; 2) it should reclassify a

® This result was unchanged in the find determination. See Notice of Find Determination of
Sdesat Less Than Fair Vaue: Hot-Rolled Flat-Rolled Carbon-Qudity Sted Products From Japan, 64
FR 24329 (May 6, 1999).




28

portion of Funai Electric’sindirect sdling expenses as G& A expenses and add them to CV; 3) it should
deduct the remaining portion of Funal Electric’sindirect selling expensesfrom U.S. price; and 4) if the
Department determines that Funai Electric's selling expenses are not associated with sdlesto Funai
Corp., then it should add these sdlling expensesto CV. For further discusson of the second and
third/fourth items, see Comments 22 and 16, below, respectively.

Regarding the first issue, the petitioners argue that Funai Madaysiadid not incur any indirect sdling
expenses because this company functions merdly as a production rather than a sdling entity.
Specificaly, the petitioners contends that Funai Maaysia not only admitted that this was true, but it
further has stated that: 1) it made no home market sdes and only avery smal volume of third country
sdes, 2) Funa Electric, not Funai Maaysia, undertakes the salling functions for subject merchandise,
including receiving purchase orders from Funai Corp.; and 3) al books and records for the sales are
kept in Japan, not Maaysia. The petitioners contend that, because these expenses were incurred by
Funai Malaysiato produce CTVsthat were sold to the United States, these expenses should be
included as part of Funai Maaysa's G& A expenses for purposes of the final determination.
Alternaivdy, a a minimum, the petitioners argue that, because Funa Mdaysais a production entity,
royaty expensesincurred by Funai Maaysia should be included as part of G& A expenses rather than
sling expensesfor the find determination.

With respect to itsindirect sdlling expenses, Funai Maaysa notes that the Department correctly
disregarded the petitioners argument in the preliminary determination that Funai Mdaysia sindirect
salling expenses should be reclassified as G& A expenses, and, as such, should be added to CV.
Contrary to the petitioners assertions, Funa Mdaysiaclamsthat it performs sdling activities, including
inventory maintenance and warehousing, foreign inland freight and delivery and sdleslogidtics. In
addition, Funai Maaysa argues that it incurs indirect selling expenses related to these sdles activities,
including: 1) arranging finished products for shipment to the port of export, 2) preparing paperwork,
and 3) coordinating with the freight forwarder for processing the necessary shipment and export
documentation. Funai Malaysia notes that the Department has found these types of activities condtitute
sdling activities and has categorized the relevant expenses as indirect selling expenses, citing Certain
Hot-Rolled Carbon Stedl Flat Products from India: Preliminary Results and Rescission in Part of
Antidumping Duty Adminidraiive Review, 68 FR 74209, 74212 (Dec. 23, 2003).

Moreover, Funai Maaysia contends that, regarding its royalty expenses, the Department examined
carefully the payment of royaty expensesincurred a Funa Mdaysa and verified that the payments
were based upon the sdle of covered products from Funai Maaysiato Funai Electric, not on
production. Specificdly, Funa Maaysa argues that the Department tied royaty expenses paid to the
number of units sold to Funal Electric, not the number of units produced, citing the Funal Electric sdles
verification report at page 26. Therefore, Funa Maaysia maintains that royaty expenses are clearly an
indirect selling expense, not aG& A expense. Findly, Funa Maaysa asserts that because the
Department used a surrogeate producer’ s financid statementsto identify the indirect selling expenses
appropriately reflected in CV, including Funai Maaysia s sdlling expenses, in addition to the surrogate’ s
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sdling expenses, would lead to double counting. Consequently, Funai Mdaysia argues that the
Department should not reclassify Funai Mdaysa sindirect sdling expenses as G& A and include these

expensessin CV.

Department’ s Position:

We agree with the petitioners that certain “indirect selling expenses’ incurred by Funai Maaysia should
be reclassified as G& A. The expensesin question condst of an dlocated portion of the company’s. 1)
roydties, and 2) tota G& A expenses. See the Funal Electric sdes verification report at exhibit 22.
Regarding both expenses, we note that Funal Maaysa cdculated them using the ratio of direct shipping
labor to total direct labor. See the Funai Electric saes verification report a page 26 and exhibit 22.
Funa Mdaysadated in its responses that segregating indirect salling expensesin this manner was
gopropriate because it performs limited sdlling functions, including arranging for shipment of finished
products to the port of exportation. These sdlling activities include: 1) preparation of paperwork, and
2) coordination with the freight forwarder for processing the necessary shipment and export
documentation. See Funal Malaysia s August 6, September 9, and October 14 responses at pages C-
37, SC-32, and SC2-16, respectively.

We disagree with Funai Maaysathat it is gppropriate to alocate a portion of itstota G&A expenses
to sdes operations. We find that Funai Maaysia s explanation (i.e., that these expenses account for
shipping-related activities) unpersuasive. Even assuming, arguendo, that it is appropriate for Funai
Maaysato treat certain logistics expenses as indirect salling, Funai Maaysia made no attempt to
segregate these expenses from the pool of tota G& A and then gpportion them between movement of
finished goods and purchases of raw materials. Therefore, because the expenses at issue are generd
expenses of the company and recorded in the company’ s books and records as G& A expenses, we
have reclassfied them as G& A for purposes of the final determination.

Regarding roydties, we aso agree with the petitioners that these expenses are more appropriately
classfied as G& A expenses. Funai Maaysa contends that, because royaty expenses are incurred on
the “sde’ between Funa Mdaysiaand Funa Electric pursuant to the agreement with its licensor,
royaty expenses are more appropriately considered indirect salling expenses rather than G&A.
However, we find that the manner in which these expenses are incurred is less relevant here than the
type of roydty paid. Specificdly, we find that this royaty agreement concernsthe licensing of certain
technology used in the production of the company’s CTVs. See the Funa Electric sales verification
report at page 26 and sdes verification exhibit 21. Thus, we find that it is gppropriate to include
roydties as G& A expenses, as Funa Mdaysaorigindly reported them, and as we treated them in the
preliminary determination. Therefore, for the fina determination, we have continued to treet dl of Funa

Mdaysa sroyaty expenses as G& A expenses.

Nonethdless, we disagree with the petitioners that dl of Funal Maaysa s activities should be
reclassified as G& A expenses. We note that any expenses associated with finished goods which were
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sold, and then subsequently returned to Funal Maaysa, isrelated to the company’s sdles activities, and
the petitioners themsalves have argued for this trestment elsewhere in their case briefs. See Comment
2, above. Therefore, we have trested any expenses related to returned merchandise as indirect selling
expenses, congstent with our practice. For further discussion, see Comment 2.

Regarding Funai Electric, we examined each of the expenses reported by Funai Electric at verification
and found that a number certain of them are either adminidrative or generd in nature, rather than sdes-
related. For thisreason, we have treated them as G& A expenses for

purposes of the find determination. For further discussion, see Comment 22, below.

Comment 16: Treatment of Indirect Selling Expenses Incurred in Malaysia and Japan

Asnoted in Comment 15, above, the petitioners argue that Funai Electric’ sindirect selling expenses
must be deducted from U.S. price, in accordance with the Department’s practice. According to the
petitioners, the Department obtained documentation at verification showing that Funai Electric was
directly and subgtantidly involved in dl economic activity in the United States. Specificdly, the
petitioners maintain that Funa Electric was dearly involved in overseeing, supervisng, and authorizing
the activities undertaken by Funa Corp. for salesto unaffiliated customers, given that it: 1) reimburses
Funai Corp. for rebates paid to unaffiliated U.S. customers, and thus must have true decision-making
authority for rebates; 2) controls al contacts and correspondence with Funai Corp.’s customers by
requiring Funai Corp. to report directly on these customer contacts to the president of Funai Electric; 3)
attended a trade show in Las Vegas, dlowing Funa Electric to meet with CEP customers, 4) arranges
and authorizes insurance for the products sold in the United States; 5) provides samples of newly-
licensed products to its licensor for testing purposes, 6) shares the cost of returns, given that CEP
customers returned a substantial amount of their purchases to Funai Electric; 7) entersinto royalty
agreements for types of roydties classfied as U.S. direct sdling expenses; 8) incurred advertisng and
promotiona expenses which were directly aimed at CEP customers; and 9) occasiondly permitted
vidts by CEP customers.

In support of their position, the petitioners cite Notice of Find Determination of Sales at Less Than Fair
Vaue: Carbon and Certain Alloy Stedd Wire Rod From Canada, 67 FR 55782 (Aug. 30, 2002) and
accompanying decison memorandum a Comment 3 (Stedl Wire Rod from Canada) (where the
Department noted that “Under 19 C.F.R. 351.402(b), we deduct indirect sdlling expenses related to
U.S. economic activity “no matter where or when paid”) and Oil Country Tubular Goods, Other Than
Drill Pipe From Korea: Find Results of Antidumping Duty Adminidrative Review, 67 FR 12520 (Mar.
19, 2002) and accompanying decison memorandum at Comment 2 (OCTG from Korea) (where the
Department stated its position that, when foreign indirect sdling expenses rdate to the sale to the first
unaffiliated U.S. customer, the Department’ s regulations etablish that it is the respondents burden to
document the sdlling functions relate solely to affiliated party sdes). The petitioners note that the Court
of Internationd Trade (CIT) has uphdd thisinterpretation, citing Mitsubishi Heavy Indudtry v. United
States, 54 F. Supp. 2d 1183, 1186 (CIT 1999) (Mitsubishi) (where the CIT affirmed the Department’s
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authority to deduct indirect sdlling expenses that are associated with the sales of exportsin the United
States from CEP, whether incurred in the United States or the home market).

Alternatively, if the Department decides not to deduct Funai Electric' sindirect selling expenses from
CEP, the petitioners argue that salling expenses incurred by Funai Electric should beincluded in CV as
exporter salling expenses, because Funal Electric serves as the exporter of the Maaysian product.
According to the petitioners, both the Statement of Adminigtrative Action (SAA) and the Department’s
Antidumping Manud date that CV must include not only the home market expenses and profit incurred
by the producer, but must aso include the expenses and profit incurred by the exporter to account for
the cost of producing the merchandise. See SAA at 841; see dso Antidumping Manud a Chapter 8B
(“Generd Guiddinesfor the Caculation of Congtructed Vaue’). As additiona support for this point,
the petitioners cite Find Determination of Sdes at L essthan Fair Vaue Fresh and Chilled Atlantic
Salmon From Norway, 56 FR 7661, 7662 (Feb. 23, 1991) (Samon from Norway) (where the
Department combined the costs of production and the exporter’s SG& A expenses), and Notice of
Fina Determingtion of Sales at L ess Than Fair Vaue; Honey From Argentina, 66 FR 50,611 (Oct. 4,
2001) and accompanying decision memorandum at Comment 3 (Honey from Argentina) (where the
Department included a certain G& A and sdlling expenses of a“middieman” resdller in the caculation of
the respondent’ s cost of production (COP) and CV). The petitioners contend that any expenses
incurred by an exporter not otherwise included in the indirect or direct selling expenses for the U.S.
sales must be added to CV to ensure afair comparison; otherwise the U.S. price would be compared
toaCV that did not account for a subgtantial portion of selling expenses. According to the petitioners,
if the Department does not treat Funa Electric’ sindirect sdling expenses as expenses that are
associated with economic activity in the United States, a a minimum, it must add these expensesto CV
(aong with Funa Electric’'s profit, as dso required by the SAA, Dumping Manud, and the
Department’ s practice).

With respect to Funai Electric’sindirect sdling expenses, Funai Mdaysia argues that the Department
correctly declined to deduct Funal Electric'sindirect selling expenses incurred in Japan from CEP.
According to Funai Maaysa, in order to determine whether to deduct indirect sdling expenses incurred
in the foreign market, the Department anayzes the respective roles of the U.S. &ffiliate and the parent
company in the sales process and then discerns whether the foreign company was directly involved in
negotiating sales prices, quantities, and terms with U.S. ffiliate’ s unaffiliated CEP customers. Funai
Maaysa asserts that this practice is set forth in Stainless Sted Sheet and Strip in Coils From Germany:;
Notice of Find Results of Antidumping Duty Adminidrative Review, 68 FR 6716 (Feb. 10, 2003) and
accompanying decison memorandum at Comment 2 (Sheet and Strip from Germany) (where the
Department deducted indirect selling expenses from CEP, having concluded that, due to the closure of
its affiliated resdlers, the parent company played an active role in relaion to sales to unaffiliated U.S.
customers).

Funai Maaysa notes that in this case the Department examined Funai Corp.’s and Funai Electric’'s
respective rolesin the selling process for CEP sdes at verification and found that Funai Corp.: 1)
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exclusvely handles dl interactions with its large U.S. customers and had full responsihility for its own
customers, 2) negotiates sales prices and price adjustments with the unaffiliated customer and has
agreements memoridizing those negotiations signed by a Funai Corp. salesperson; and 3) negotiates the
purchase quantity with the unaffiliated customer and only then sends the purchase order to Funa
Electric. In contragt, Funai Mdaysia maintains that Funai Electric has no interaction with CEP
customers and does not negotiate prices, terms or quantities with these customers. Instead, Funai
Maaysa assartsthat Funal Electric’'s commercid roleislimited to interaction with, and support for, its
sadlesto Funa Corp. (i.e., processing the ordersit receives from Funai Corp., sending those ordersto
Funai Mdaysaand Funa Electric Hong Kong, Ltd. (Funai Hong Kong), Funai Electric’swholly-
owned subsidiary, and dictating only the price at which it trandfers merchandise to Funai Corp.).

Furthermore, Funa Mdaysa maintains that the documents referenced by the petitioners do not
demondtrate that Funai Electric wasinvolved in sdling directly to Funai Corp.’s customers.

Specificdly, Funa Madaysa contends that the ultimate decison-making authority for granting rebates
resswith Funa Corp., not Funa Electric. In any event, Funa Maaysia assertsthat it isirrelevant
which party ultimately bore the rebate expense since dl adjustiments granted to the unaffiliated customer
are included in the Department’ sanalysis. With respect to customer contact, Funai Maaysia contends
that the petitioners misread an internd memorandum and Funai Corp. is not, in fact, required to report
to the president of Funai Electric to seek advice and obtain gpprova before making decisions on price,
rebates, and advertisng alowances. Rather, the individua to whom the petitioners refer isingtead isan
employee of Funai Corp., not Funai Electric.

Regarding Funai Electric’s attendance at the Las Vegas trade show, Funai Maaysia notes that this
event isthe largest in the consumer eectronicsindustry. As such, Funai Mdaysa contends that it and
other producers participate in order to promote their products world-wide, not just to U.S. customers.
Because this trade show isthe premier internationa trade show for the consumer eectronics industry,
and the sdlling activities relate to Funai Electric’ s world-wide marketing efforts for subject and non-
subject merchandise, Funai Maaysia argues that Funal Electric bears of portion of Funai Corp.’s costs
even though any sdles made to the United States at this trade show are made by Funai Corp.
Therefore, Funai Mdaysa contends that the total amount of reimbursed expenses should not be
attributed to Funai Corp.’s U.S. indirect salling expenses incurred on saesto its U.S. customers.
Further, Funai Maaysa argues that, because the rembursed expenses are insgnificant, in accordance
with 19 CFR 351.413, the Department should disregard this adjustment in its fina dumping
cdculations.

In addition, Funa Maaysa contends that the petitioners argument with respect to insurance expenses
isirrdlevant, given that: 1) the cost of insurance has been reported as a direct expense and isincluded in
the Department’ s andysis, and 2) it is common for companies to negotiate a single world-wide
insurance policy rather than negotiate separate policies for each operation in each country. Moreover,
Funa Mdaysaargues tha providing samples for testing purposes is common in the consumer
electronics industry and does not condtitute evidence that Funai Electric was involved in negatiations,
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et price agreements, or otherwise provided services directly to unaffiliated CEP customers.
Furthermore, Funai Maaysia notes that the cost of the sample setsin question is minuscule.

Findly, Funa Mdaysadismissesthe petitioners contention that the negotiation and payment of royaty
fees by Funal Electric and Funa Maaysia equates to direct involvement in CEP sdes, noting thet the
petitioners provide no support for their “novd” theory. Similarly, Funai Mdaysa notes that
Department’ s verification report indicates that the advertisng and promotion expenses cited by the
petitioners were indirect in nature. Regarding customer vigts, Funai Maaysia notes that the
Department’ s verification report indicates that any CEP customers who visit Funal Electric are dways
accompanied by the Funai Corp. slespeople handling that particular customer’ s account.

Funa Maaysia argues that the cases cited by the petitioners do not apply here. Specifically, Funai
Maaysa contendsthat in Steed Wire Rod from Canada, the Department found that the respondent
received orders directly from unaffiliated U.S. customers, set the sales prices, transmitted order
confirmations back to the unaffiliated customers, issued invoices and transferred title directly to the
unaffiliated customers, received payment directly from the unaffiliated customers, and arranged for
shipment to the customers. See Stedd Wire Rod from Canada at Comment 3.  Funa Madaysa
maintains that none of those facts are amilar in this case because Funai Corp., not Funai Electric,
performs these activities for CEP sdes.

Funa Mdaysia aso notes that the petitioners rely on Mitsubishi. In that case, the indirect sdling
expenses at issue consdsted of sdaries and related expenses, planning expenses, office expenses,
consumable stationary expenses, book and printing expenses, insurance, employee education, as well
as department, section, and other charges. Funai Maaysia argues that the Department articulated to
the CIT in Mitsubishi, that, absent record evidence to the contrary, these expenses cannot be presumed
to be incurred on the sale to the unaffiliated customer in the United States. See Mitsubishi, 54 F. Supp.
2d at 1186.

Findly, Funa Madaysadisagreesthat OCTG from Korea stands for the proposition that respondents
have the burden to show that the sdlling functions relate solely to affiliated party sdes. Funa Mdaysa
notes that, in that case, the respondent failed to respond to numerous requests from the Department for
additiona information and, thus, the Department’ s determination was in part an adverse one. In
contrast, Funai Mdaysaarguesthat it has fully complied with dl of the Department’ s requests for
information and has adequately demondtrated that Funai Electric does not participate in sdling to
unaffiliated CEP customers. Thus, Funal Maaysia asserts that the petitioners reliance on OCTG from
Koreais misplaced.

Funa Mdaysaaso disagrees with petitioners argument that the Department should include Funa
Electric’sindirect selling expensesin CV. Funa Mdaysa contends that CV serves as a proxy for
home market sales price, as explained in the SAA. Given that the home market in this caseisMaaysa,
not Japan, Funai Madaysa argues that only sdlling expenses incurred in selling in Madaysia should be
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included in the calculation of CV. Further, Funai Maaysa argues that the Department has dready
accounted for domestic selling expensesincurred in Mdaysa by using data from the surrogete
producer’ s financia statements.

Funa Maaysa aso assertsthat the petitioners' reliance on Honey from Argentina is incorrect.
According to Funa Mdayisa, in Honey from Argentina the respondents were exporters that purchased
the subject merchandise and resold it without further processing. Funai Maaysia notes that, because
the home market was not viable, the exporters pricesin Germany formed the basis for norma value,
and CV in that case represented a surrogate for the exporters’ pricesto Germany. Therefore, Funai
Mdaysa clamsthat the expenses and profits of both the producers and exporters had to be
incorporated in CV to derive a price of the product sold in Germany. In contrast, Funai Maaysa
argues that where, as here, CV serves as a surrogate price for sdesin the home market, thereisno
bass for the Department to include expensesincurred in connection with slesto other markets, as
these expenses would never be components of ahome market price.

Smilaly, Funa Madaysa assarts that the Department’ s andysisin Samon from Norway is ingpplicable,
because it was conducted under pre-1995 law which permitted the use of selling expenses associated
with U.S. sdesin cdculating CV and required minimum levelsfor G& A and profit. Funai Mdaysa
maintains thet, in the current law the Department has rejected the use of U.S. sdling and profit
experience in caculating CV. To support this assartion, Funal Mdaysa cites Shop Towels From
Bangladesh; Find Results of Antidumping Duty Adminidretive Review, 61 FR 55957, 55960 (Oct. 30,
1996) where the Department held that it was ingppropriate to caculate profit for CV based on the
respondents’ U.S. sales.

Department’ s Position:

Section 772(d)(1) of the Act directs the Department to deduct from CEP the amount of any expenses
“incurred by or for the account of the producer or exporter, or the affiliated sdler in the United States,
in sdlling the subject merchandise.”  In accordance with the SAA, the Department’s practiceisto
deduct from CEP only those expenses associated with economic activitiesin the United States. See,
€., Sheet and Strip from Germany at Comment 2; Tapered Roller Bearings and Parts Thereof,
Finished and Unfinished, from Japan; Find Results of Antidumping Duty Administrative Reviews and
Termingtion in Part, 62 FR 11825, 11834 (Mar. 13, 1997) (TRBs from Japan).

Thispracticeis clearly explained in TRBs from Japan. In that case, we stated:

It is clear from the SAA that under the new statute we should deduct from CEP only those
expenses associated with economic activities in the United States. The SAA dso indicates that
“congtructed export priceis now calculated to be, as closely as possible, a price corresponding
to an export price between non-affiliated exporters and importers’ (see SAA at 823).
Therefore, we have deducted from CEP only those expenses associated with commercia
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activitiesin the United States. Our proposed regulations reflect thislogic at 351.402(b) (“(t)he
Secretary will make adjustments to constructed export price under 772 (d) for expenses
associated with commercid activities in the United States, no matter where incurred”).

Timken's reference to the SAA to support the proposition that the new law is not intended to
change our practice in thisregard is misplaced. Timken cites various provisons of the SAA
which state that our practice with respect to “assumptions’ would not change. The SAA
explainsthat “assumptions’ are sdling expenses of the purchaser for which the foreign sdller
agreesto pay (see SAA a 824). Thus, if the home market producer agreesto pay for the
affiliated importer's cost of advertisng in the U.S. market the Department would deduct such an
expense as an “assumption.” It should be noted that assumptions are different than selling
expenses incurred in the home market in sdlling to the effiliated importer, which are not incurred
“on behdf of the buyer” (i.e., the affiliated importer). Rather, the exporter incurs such expenses
on its own behaf, and for its own benefit, in order to complete the sde to the affiliated importer
(see AFBS 94-95 at 2124).

In this case, Koyo's reported sdlling expenses at issue are not specifically associated directly to
commercid activity in the United States, such asthe subsidiary's activity of sdling the
merchandise in the United States. Rather, the expenses at issue were associated directly with
the sale between Koyo and its subsidiary and were incurred prior to the commercid activity in
the United States. Therefore, because Koyo's reported export selling expenses did not
represent commercid activities performed in the United States, we did not deduct these
expenses from CEP for these find results.

See TRBs from Japan, 62 FR at 11834.

In this case, we have reviewed the types of activities performed by Funai Electric with respect to its
export sdes. We disagree with the petitioners that the mgority of these expenses rdate to the sde to
the first unaffiliated customer in the United States. Rather, asin TRBs from Japan, we find that these
expenses relate to the sale between Funal Electric and its subsidiary, Funai Corp. Indeed, we find that
the petitioners examples of Funal Electric’ s involvement in the sde to the first unaffiliated customer are
tenuous at best. For example, dthough it may be true that Funa Electric negotiates an insurance
contract that covers movement of the finished goods in the United States, we note that: 1) this contract
aso covers movement to Funai Corp.’ s warehouses in the United States; 2) the cost of the contract is
the transfer value between Funai Electric and Funai Corp.; and 3) the insurance expenses paid under
the contract are reported in Funai Corp.’s U.S. saleslisting. See Comment 7. Smilarly, the fact that
Funa Electric: 1) provides samplesto its licensor for testing purposes, and 2) Sgns roydty agreements,
is not linked to the sde to the ultimate customer, but rather is mandated by the terms of its
licenang/roydty agreements. Thus, these actions must be undertaken before Funai Electric can el to
Funai Corp., and as a consegquence we find no basis to conclude that they are associated with the sdle
to the first unaffiliated customer.
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Moreover, we agree with Funai Maaysa that the petitioners misinterpreted certain documents taken a
verification. We have reviewed the memorandum in question and note that it was not sgned by aFuna
Electric company officid, contrary to the petitioners claim. Further, in reviewing the respective roles of
Funa Electric and Funa Corp. in U.S. sales process, we saw no evidence at verification that Funai
Electric was involved in the negotiation or gpprova of prices set with Funai Corp.’s unaffiliated
customers. See the CEP sdles verification report at pages 4 and 5.

Similarly, we disagree with the petitioners that Funai Electric’s acceptance of returned merchandise,
granting of rebatesto Funai Corp., or alowing customer visits (with or without Funai Corp.’sU.S.
customers) provides evidence of anything other than Funal Electric’'s normd business practices with
respect to Funai Corp.® In any event, we note that, as Funai Maaysia has correctly pointed out, al
rebates and return costs incurred on the sae to the first unaffiliated party have been accounted for in
our final determination. See Comments 2 and 6, above.

Nonetheless, we agree with the petitioners that Funai Electric’s rembursement of certain trade show
expenses should be accounted for in our calculations, because it does relate to economic activity
occurring in the United States. Although we agree with Funai Mayasiathat Funal Electric’ s attendance
at this trade show was intended to promote the company’ s sales world-wide, we disagree that this can
be construed as promoting sales to Funai Corp., rather than as sdes to unaffiliated customers.
Therefore, we have included an dlocated portion of these expensesin U.S. indirect selling expenses,
and we have deducted them from CEP for purposes of the final determination.

Findly, wefind that the petitioners rdiance on OCTG from Korea or Sted Wire Rod from Canada is
misplaced. In the former case, the respondent failed to demondtrate that the expensesin question
related to the sale to the affiliated party (unlike here), while in the latter, the respondent performed
sling activities in Canadathat were directed at uneffiliated customers in the United States (also unlike
here).

Regarding the petitioners argument that we should include Funal Electric’ sindirect sdling expensesin
CV, wedisagree. The Department’ s preferred method for caculating CV is set forth in section
773(e)(2)(A) of the Act. This section of the Act ingtructs the Department to use the actual amounts of
SG&A and profit

® Regarding the advertising and promotiona expenses, we note that we are unable to discuss
the nature of these expenses here, given that Funal Maaysa has clamed business proprietary trestment
for them. However, we find that these expenses are not only indirect in nature, but they are amilarly
not of atype which should be deducted from CEP under the Department’ s practice. For a description
of these items, see the Funal Electric sdes verification report at pages 27 and 28.
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incurred and redlized by the exporter or producer . . . in connection with the production and
sde of aforeign like product, in the ordinary course of trade, for consumption in the foreign
country.” Emphasis added.

Based on this directive, the Department includesin CV those selling expenses associated with home
market saes because these are the expenses that would have been incurred in connection with the
production and sale of the foreign like product in the foreign country.

We disagree with the petitioners that it would be appropriate to include U.S. sdling expensesincurred
by a Japanese resdller in the calculation of CV. We note that these expenses are not home market
sling expenses, nor are they expenses associated with sdlling the foreign like product. Thus, it would
be contrary to the Department’s practice to includethem in CV. See, eg., Frozen Concentrated
Orange Juice from Brazil; Prdiminary Results and Partid Rescisson of Antidumping Duty
Adminigréive Review, 66 FR 29930, 29932 (June 4, 2001) (where the Department based selling
expenses on the expenses incurred by the respondent in a prior fiscd year, rather than on the expenses
incurred on U.S. sdlesin the year under consideration).

We aso disagree with the petitioners that either Honey from Argentina or Salmon from Norway applies
here. We notethat NV in both cases was based on third-country sles. Thus, we find that the
inclusion of a portion of the exporters selling expensesin CV in those cases does not contradict our
position here, given that the expenses in those cases were foreign, not U.S,, sdlling expenses.

Finaly, we note that the Act contains two provisions to address any differencesin levels of indirect
sling expensesincluded in NV and U.S. price: 1) section 773(8)(7)(A), which permits the Department
to make alevd of trade (LOT) adjustment when differencesin levels of trade exist; and 2) section
773(8)(7)(B), which requires the Department to make a CEP offset when no LOT adjustment is
possible and the home market is a a more advanced levd of trade. In this case, thereisinsufficient
data on the record to determine either the LOT of CV (based on the types of selling activities
performed by the surrogate producer, FPI) or whether that LOT is more advanced than CEP, after all
seling expenses associated with economic activity in the United States have been deducted. Therefore,
we have not adjusted NV under section 773(a)(7) of the Act, congstent with our findingsin the
preliminary determination. See Preiminary Determingation, 68 FR at 66813. We note that the
petitioners did not address either of these provisons.

Comment 17: Home Market Credit Expenses and Commission Offset

In the preliminary determination, the Department did not deduct home market credit expenses from its
cdculation of CV, finding that there was inadequate information on the record of the proceeding on
which to base such an adjustment.
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Funai Madaysaarguesthat it is the Department’ s practice to deduct home market credit from CV asa
circumstance of sale (COS) adjustment, pursuant to section 773(a)(6)(C)(iii) and (8)(8) of the Act and
19 CFR 351.410. See Mitsubishi Heavy Indudtries, Ltd. v. U.S,, 23 CIT 326, 330-331 (May 26,
1999); remand determination; Mitsubishi Heavy Industries Ltd. v. U.S,, Court No. 96-10-00292,
December 21, 1998, at 5; Static Random Access Memory Semiconductors From Taiwan; Findl
Results of Antidumping Duty New Shipper Review, 65 FR 12214 (Mar. 8, 2000) (SRAMsfrom
Taiwan) and accompanying decison memorandum at Summary; and Welded Carbon Stedl Pipes and
Tubes from Thailand: Find Results of Antidumping Duty Adminidretive Review, 64 FR 56759, 56760
(Oct. 21, 1999). Funai Maaysia contends that the use of CV to calculate NV does not preclude the
caculation of home market credit expenses. In support for this assertion, Funa Mdaysacites Large
Newspaper Printing Presses and Components Thereof, Whether Assembled or Unassembled, From
Germany: Find Results of Antidumping Duty Adminidrative Review, 66 FR 11557 (Feb. 26, 2001)
and accompanying decison memorandum a Comment 4, where the Department developed a
methodol ogy to derive home market credit expenses for the purposes of gpplying a COS adjustment.
According to Funai Maaysia, the record of this case contains adequate information upon which to base
such a COS adjustment, and as a consegquence the Department should make one for the final
determination.

Specificaly, Funa Maaysa assarts thet, in order to perform the calculation in question, the Department
merely needs to have evidence asto the price charged, the short-term borrowing rate, and the number
of days of payment outstanding. Funa Maaysa asserts that there is information on the record
demondirating a short-term borrowing rate in Mdaysa, that Funai Maaysia has reported the average
credit period for its shipments to Funai Electric, and that CV provides the correct surrogate price for
caculating home market credit expenses. Further, Funa Mdaysa argues that the proper credit period
isthe length of time between Funai Maaysa s shipment from the plant and its receipt of payment from
Funa Electric, asthis reasonably reflects Funa Maaysid s opportunity costs of financing its accounts
receivable between the date of shipment and the date of payment. In support of its postion, Funai
Maaysa cites to Preliminary Results of Antidumping Adminidrative Review: Sanless Sted Ratein
Coailsfrom Italy, 67 FR 39677, 39679 (June 10, 2002) (SSPC Prelim), where NV and deductions for
home market credit were based on sdesto affiliated companies.

In the dternative, Funa Maaysa argues that the Department may ca culate credit expenses based on
information contained in the financia statements of FPI by calculating the average receivable turnover of
FPI. Funai Mdaysiacites Notice of Find Results of Antidumping Duty Adminigrative Reviews
Certain Cold-Rolled and Corrosion-Resistant Carbon Steel Flat Products from Korea, 67 FR 11976
(Mar. 18, 2002) and accompanying decision memorandum at Comment 4, where the Department
caculated the credit period based on the average age of accounts receivable when actua payment was
unavailable.

Findly, Funa Mdaysa argues that, should the Department decline to deduct home market credit
expenses from CV, it must not add credit expenseson U.S. EP sdlesto CV in order to ensure afair
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comparison. In support of this contention, Funai Mdaysia cites the Department’ s remand
determination in Mitsubishi Heavy Indudtries, Ltd. v. United States, where the Department stated “{1}t
would be sensdless to adjust the U.S. price of LNPP for certain credit expensesincurred by MHI in
the U.S. market, while refusing to make the same adjustment to NV.”  See Mitsubishi at 5.

Smilaly, Funa Maaysa argues that the Department must offset commissons pad on U.S. sdlesiniits
caculation of CV, noting that 19 CFR 351.410(e) requires the commission offset when commissions
are pad in one market and not in the other. Funal Maaysa states that the Department has consistently
gpplied this adjustment by reducing CV by the amount of home market indirect selling expenses. See
Certain Cold-Rolled and Corrosion-Resistant Carbon Steel Flat Products From the Republic of Kores;
Notice of Preliminary Results of Antidumping Duty Adminidrative Review, 66 FR 47163, 47169
(Sept. 11, 2001); see dso SRAMs from Taiwan at Comment 3.

The petitioners argue that the financia data of FPI cannot be used to caculate Funal Maaysia s home
market credit expenses, and ingtead, the Department should deduct credit expensesincurred on U.S.
sdes as the offset, effectively negating any COS adjustment. The petitioners propose asimilar
methodology for the commission offset clamed by Funat Mdaysa, namdy that a deduction could be
made to CV based on the U.S. commission.

Department’ s Position:

In the preliminary determination, as noted above, we did not make a COS adjustment for credit based
on our determination that it was not possible due to inadequate information on the record of this case.
See Prdiminary Determination, 68 FR at 66814. However, when caculating CV, the Department’s
normal practice isto deduct home market credit expenses from CV asa COS adjustment. See 19
CFR 351.410. Therefore, we agree with Funai Malaysia that a COS adjustment should have been
made to account for differencesin credit expensesin each market.

Funa Mdaysaargues that, in calculating home market credit expenses for the COS adjustment to CV,
the Department should use the short-term borrowing rate in Maaysia, the credit period on Funai
Malaysia s shipments to Funal Electric, and CV asthe credit base. Alternatively, Funa Mdaysa
proposes that the Department calculate credit expenses based on information contained in the financia
satements of FPI by calculating its average recelvable turnover. The petitioners, in contrast, contend
that, because the Department has determined that it is not possible to calculate home market credit
expenses based on the information on the record, it should adjust NV by deducting U.S. credit
expensesfrom CV.

We disagree with Funa Mdaysathat the credit period between Funai Maaysa and Funai Electricis
the most gppropriate basis upon which to ca culate home market credit expenses. We note that, in
SSPC Prelim, the Department determined that the respondent made sdesto affiliated partiesin the
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home market. These foreign market sales passed the arm’ s-length test, and therefore, were included in
the Department’ sNV cdculation. In this case, however, sdes by Funa Maaysawere not made in the
home market, but instead, to the Unites States via Japan. Therefore, the length of time that Funai
Malaysia s accounts receivables with Funal Electric is outstanding does not represent a home market
credit period. Asaconsequence, it does not provide avalid basis on which to impute home market

credit expenses.

We a0 disagree with the petitioners that, as an aternative, we should adjust NV by deducting U.S.
credit expenses from CV. The purpose of the COS provison in the Act isto account for differencesin
salling expenses across markets. For example, section 773(a)(6)(C) of the Act directs the Department
to adjust the home market price for differences in the circumstances of sale between it and either EP or
CEP. Therefore, wefind that using U.S. credit expenses as a surrogate for Funal Madaysia s home
market experience would not yield a meaningful adjustmen.

Thus, for the find determination, we have calculated home market credit expenses using information
contained in the financid statements of FPI. Specificdly, we determined FPI’ s average accounts
receivable turnover, gpplied thisto FPI’ s available short-term interest rate, used CV asthe sarting
price for each transaction, and divided the resulting figure by 365. We note that the use of FPI's
financid statementsto calculate home market credit expense not only is consstent with our treatment of
SG&A and profit for CV inthis case, but it dso is meaningful in light of the fact that: 1) credit expenses
are intended to measure a company’ s opportunity costs associated with extending credit terms on
individud sdes, and 2) as aresult, they are directly linked to acompany’s actud financing expenses.
Because we included FPI’ s actua financing expensesin CV, cdculating imputed credit expenses usng
these costs is appropriate in this case.

Findly, we agree with Funal Mdaysatha we faled to offsst commissons paid on U.S. sdesin
caculating CV, pursuant to 19 CFR 351.410(e). Consequently, for the final determination, where
applicable, in accordance with 19 CFR 351.410(e), we offset any commission paid on any U.S. sde
by reducing CV by any home market indirect sdling expenses, up to the amount of the U.S.
commisson.

Comment 18: Clerical Errorsin the Preliminary Determination

According to the petitioners, the Department failed to include amounts for both direct and indirect
sling expenses in the base to which the profit rate was applied to total COP for purposes of the
preliminary determination. Because the petitioners note that the profit rate itself was calculated as a
percentage of FPI’stota costs (including packing and selling expenses), the petitioners assert that the
Department’ s caculation did not capture Funal Madaysd s fully-absorbed cost. Thus, the petitioners
assart that the Department understated the CV profit amount used in the preliminary determination.
The petitioners argue tha, for itsfind margin andys's, the Department should revise the CV profit
cdculaion to include dl dements of Funai Madaysid s fully-absorbed cogt, including sdling expenses.
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Funa Mdaysadid not comment on thisissue.

Department’ s Position:

We have reviewed the margin program for the preliminary determination and agree that: 1) the profit
rate was cal culated as a percentage of FPI’stotal costs, including packing and selling expenses; and 2)
we failed to include packing and sdlling expensesin cdculating Funai Mdaysia s fully-absorbed cost to
which the CV profit rate is gpplied. Consequently, we have adjusted the caculation of CV profit to
account for direct and indirect selling expenses for purposes of the final determination.

Comment 19:  Affiliated Manufacturer of a Major Input

During the POI, Funai Maaysa purchased a mgor input, PCBs, from an affiliated PCB-board
producer in Hong Kong, Funai Hong Kong. This affiliate purchased the raw materids necessary to
produce the PCB from both market and non-market economy (NME) suppliers, and then it
subcontracted the actud assembly operations with an entity located in the People€' s Republic of China
(PRC). In order to demongtrate that the affiliate’ s purchases from its PRC suppliers reasonably reflect
the costs associated with the production and sde of the merchandise, Funai Malaysia provided the
pricesit paid to various unaffiliated market economy suppliers of the same parts which showed that the
prices recorded in the normal books and records closely approximated market val ues.

The petitioners clam that Funai Hong Kong is affiliated, within the meaning of section 771(33) of the
Act, with the PRC manufacturing plants that assembled the PCBs.  The petitioners clam that
substantia record evidence indicates that Funai Hong Kong operationally controls the PRC
subcontractors and operates them as divisions of Funai Hong Kong. The petitioners assert that the
Department erred in its preliminary determination when it congdered only the legd (“forma™) control
between Funai Hong Kong and the PRC plant’s parent company but not the control of the PRC
manufacturing entities. See the petitioners' brief for abusiness proprietary description of the PRC
parent company and the PRC manufacturing entities. The petitioners cite the SAA at 838 in contending
that the requirements of doing businessin an NME country are mandated by the PRC government,
which places redtrictions on ownership that require the Department to abandon its “traditiona focus’ on
control through stock ownership or equity participation.

The petitioners contend that the following pre-verification record evidence further demongtrates that
Funai Hong Kong controls the PRC manufacturing plants. The petitioners maintain that Funai Electric’'s
2002 annud report, prepared prior to thisinvestigation, includes the PRC plants among its
manufacturing subsidiaries. The petitioners dso claim that atementsin Funal Electric’s 2002 annud
report regarding new production plants and current operations in the PRC confirm that Funai Hong
Kong directed the construction and operation of the PRC manufacturing plants. Finaly, the petitioners
clam that statementsin Funai Electric’'s 2002 annua report regarding the company’ s history shows that
Funai Hong Kong is a management company overseaing the operating divisonsin the PRC. The
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petitioners contend that the organization table submitted by Funal Mdaysa references the effiliation
between Funai Hong Kong and the PRC plants. The petitioners argue that Funai Hong Kong exercises
control over the PRC manufacturing plants because Funai Hong Kong condtructed these facilities and
was responsible for the purchase and specification of al plant equipment, and the production of the
plants are dedicated exclusvely to Funai Hong Kong. Findly, the petitioners argue that certain business
proprietary expenditures listed a section 1.B.6 of the petitioners' brief shows that Funai Hong Kong is
affiliated with the PRC manufacturing plants.

The petitioners contend that the following evidence gathered at verification demonstrates that Funai
Hong Kong is affiliated with the PRC manufacturing plants. The petitioners maintain that for financia
accounting purposes, the revenues and expenses of Funa Hong Kong and the PRC manufacturing
facilities are totaled, transactions between these facilities are diminated, and the results are presented as
consolidated financid statements for Funai Hong Kong. Thus, the PRC CTV component plants are
part of Funa Hong Kong in its accounting records, operating as divisons within Funai Hong Kong.
The petitioners argue that under internationa and Hong Kong GAAP, acompany only presents
consolidated financid statements inclusive of manufacturing divisons and/or for affiliated companies or
divisons. The petitioners dso maintain that Funa Hong Kong is responsible for al of the costs and
expenses associated with the PRC plants, making Funai Hong Kong the party that is ultimately ligble for
al operaing cods of these facilities, and demondtrating its operationd control of these facilities. The
petitioners contend that Funai Hong Kong smply pays the PRC parent company for the right to do
businessin the PRC and that the parent company exercises little or no control over the manufacturing
divisons. The petitioners maintain that Funai Hong Kong appears to own dl assets, with the possble
exception of fee ampletitle to the buildings and/or land. Thus, the petitioners maintain that Funal Hong
Kong operationaly controls the PRC manufacturing plants and therefore the Department should find it
affiliated with the PRC subcontractor.

Funa Mdaysaargues that the primary factor driving the petitioners argument is that the PRC
subcontractors assemble the inputs. Funal Maaysia contends that athough the cost of their tolling
services accounts for, a mogt, asmal percentage of totad CTV manufacturing cogts, the petitioners
ing s that the limited role played by the plants distorts Funai Hong Kong's PCB subassembly costs and
have repeatedly attacked Funai Hong Kong' s transfer price as the wrong basisto value PCB
subassembly costs. Funai Maaysia notes that the petitioners have not contested the Department’s
finding that Funai Hong Kong is the producer of the PCB subassemblies.

Funa Maaysa argues that the petitioners claim that Funai Hong Kong's dleged operationa control
over the PRC plants renders its rdationship with the plants parent company irrdevant. Funa Mdaysa
contends that the petitioners argument is untenable because it requires the Department to treat the
PRC plants asiif they are separate companies, rather than recognizing that they are sub-units of their
parent company. Funai Maaysia contends that the PRC plants are not “persons’ under 19 CFR
351.102, in that the PRC plants are neither interested parties, nor individuds, nor even distinct
companies that would fal under the definitions of “enterprise” or “entity.” Rather, Funai Mdaysa
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argues, the PRC plants are two of severa plants owned and controlled by the PRC parent company.
Funa Madaysa maintains that by definition, Funai Hong Kong cannot be affiliated with the plants
because the Satutory definition of “affiliated persons’ does not encompass a relaionship between one
company and the plant of another company. According to Funai Maaysia, for Funai Hong Kong to be
affiliated with the plants, the Department would have to find an affiliation between Funa Hong Kong
and the PRC parent company, a relationship which Funa Maaysa argues the Department has correctly
determined does not exit.

In any event, Funa Maaysia contends that the SAA requires the Department to examine control
relationships at the company level. Moreover, Funai Madaysa argues that the Department’ s practice
does not support the petitioners broad construction of section 771(33) of the Act. Funai Maaysa
contends that the Department has never isolated the plants or divisons of one company to find them
separatdy affiliated with a second company. Funai Maaysa cites Certain Cold-Rolled and Corrosion-
Resdant Carbon Stedl Hat Products from Korea: Find Results of Antidumping Duty Adminidrative
Reviews, 62 FR 18040, 18417 (Apr. 15, 1997) (Cold Rolled from Korea) and severa other casesin
maintaining that even in close supplier Stuations, the Department has examined the relaionship a the
company levd.

Funai Maaysa contends that the petitioners incorrectly assert that Funai Hong Kong “consolidates’ the
plants financid resultswith itsown. According to Funa Mdaysa, GAAP requires the parent to
record al assets of its affiliates on its own consolidated financid statements and that substantia record
evidence, verified by the Department, demonsgtrates that none of the plants assets are included in Funai
Hong Kong'sfinancid statements. Thus, Funai Maaysa argues that whét the petitioners characterize
as “consolidation” is smply Funai Hong Kong's method of itemizing the processing fees paid to the
PRC parent company in itsfinancid satements.

Funai Maaysa contends that the plants use of the net monthly processing feesto cover most, but not
all, of their operating expenses does not prove that Funai Hong Kong exerts operationd control over
them. Instead, Funai Mdaysia argues that, athough the fee arrangement obligates Funai Hong Kong to
reimburse certain operating expenses, the company has no authority to regulate the plants

expenditures. According to Funai Maaysia, no provison in the tolling agreements requires the plants to
operate under a budget imposed by Funai Hong Kong or submit vouchers for gpprova by Funai Hong
Kong. Moreover, Funai Mdaysia assertsthat at the petitioners insstence, the Department’ s verifiers:
1) requested and scrutinized the PRC parent company’ s corporate documents; and 2) examined its
business licensg, list of shareholders, and company letterhead. Funai Maaysia argues that none of
these documents provided any factuad basis to question the PRC parent company’ s ownership and
control of its plants.

Funai Maaysa contends that the petitioners reliance on statements in Funai Electric’'s annua report as
other evidence of operational control by Funai Hong Kong is not persuasive, because 1) Funai
Malaysa asserts that the statementsin the annua report confirm the PRC plants rolein Funai
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Malaysia s globa production network as subcontractors; 2) Funai Electric’s corporate documents
identify the plants as * consggnment manufacturing plants’; and 3) its Corporate Guidance brochure
notes that the plants operate “on commisson.” Funai Maaysaarguesthat it has demonstrated
throughout this investigation that the agreement between Funai Hong Kong and the PRC plant isa
legitimate tolling arrangement. Funai Mdaysa cites Static Random Access Memory Semiconductors
from Tawan: Find Determination of Sdes at Less Than Fair Vdue, 63 FR 8909, 8918 (Feb. 23,
1998), in arguing that contacts with, and involvement in the operations of, the PRC plants are smilar to
tolling arrangements examined by the Department in other cases. Funai Maaysia contends that given
that the PRC parent company has tolling arrangements with several other companies (dl unrelated to
Funa Madaysa), itishighly likely thet its other cusomers have Smilar arrangements. Moreover, Funa
Maaysia argues that none of the corporate documents relied upon by the petitioners demonstrate a
degree of operationd control beyond norma commercid practices in tolling arangements. Therefore,
Funa Mdaysa asserts that the Department should not find that it is affiliated with the its PCB
subcontractors located in the PRC.

Department’ s Position:

We agree with Funa Mdaysathat Funa Hong Kong is not affiliated with the PRC subcontractor.
Specificaly, we find that there is no cross-ownership in these entities, and that neither Funal Maaysa
nor Funai Hong Kong isin a pogtion to exercise operationd direction or restraint over the
subcontractor within the meaning of section 771(33) of the Act.

Control is appropriately examined a the company level and not at the factory level as the petitioners
have argued. We recognize that Funai Hong Kong has a close relaionship with some of the
subcontractor’ s factories that are involved in the assembly of PCBs. We aso recognize that these
factories are solely dedicated to the assembly of Funai Hong Kong's PCBs, while Funai Hong Kong
provided product designs, technical personnd, the raw materias, and the required machinery.
However, close rdationships with individua factories of a company does not necessarily trandate into
control over the corporate entity within the meaning of the statute. Moreover, it is not uncommon for
producers to have close relationships with their toll processors. Thisis especidly true, asin the case
with Funa Hong Kong, when the product being tolled is of atechnical nature and the producer
operates on ajust-in-time inventory basis.

With respect to the issue of dffiliation through a close supplier relationship in which one party becomes
reliant on the other, the Department’ s normd practiceisto find that such a Stuation exists where the
buyer has become reliant on the sdller, or viceversa. See, eg., Cold-Rolled from Korea, 62 FR at
18417. During the cogt verification, the Department met with a company officid from the PRC
subcontractor and discussed its corporate structure and operations.  See the January 14, 2004,
memorandum from Mark Todd to Nea Halper entitled, “Verification Report on the Cost of Production
and Congtructed VVaue Data Submitted by Funai Electric (Mdaysia) Sdn. Bhd.” (COP/CV verification
report) at page 17. We noted that the PRC subcontractor has numerous manufacturing facilities
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throughout the PRC that assembles and produces a variety of other products for a variety of other
customers. Based on the Sze and diversity of operations of the PRC subcontractor, we have
determined that the company is not reliant on Funai Hong Kong, or any other Funai Electric affiliate.
Specificaly we find that, if Funa Hong Kong were to breek off its busness reationship, the
subcontractor has ample additional customers and business operations such that it could continue to
operate until other customers were found to replace Funal Hong Kong. In regardsto Funai Hong
Kong's reliance on the PRC subcontractor, even though the subcontractor is the exclusive toller for
Funai Hong Kong's PCBs, there is no record evidence demongtrating that Funai Hong Kong is
mandated to purchase such services from it or that these services could not easily be replaced.
Moreover, if the talling relationship were to be severed with the subcontractor, Funa Hong Kong
would retain the knowledge and technology involved with the assembly of its PCBs, enabling it to train
replacement assembly toll processors.

Although the subcontractor reports detailed cost information to Funai Hong Kong and this cost datais
integrated into Funai Hong Kong's norma books and records at a detailed level, this arrangement does
not indicate that Funai Hong Kong is operationdly or legdly in apostion to restrain or direct the
subcontractor. Moreover, the fact that Funai Hong Kong may be liable for additional costs does not
demondtrate control. Thetolling fee Sructureisa*cost plusfeg’ contracting arrangements, in which the
buyer is obligated to pay the contractor al costsincurred plusafee. The buyer often requires detailed
cost information to be included on the invoice for verification purposes. The fact that Funa Hong Kong
normally records the cost information & a detailed level as opposed to asingle line item is not indicative
of its control over the subcontractor. Given these facts, we disagree with the petitioners that Funai
Hong Kong consolidated the results of the subcontractor into its audited financia statements within the
meaning of GAAP. Funai Hong Kong uses the term * consolidated” as away to itemize the expenses
incurred by the subcontractor for which Funai Hong Kong is paying atoll processing fee; however, it
does not consolidate the complete operations (i.e., assets, liabilities, and retain earnings) of the
subcontractor. Therefore, for the fina determination, we do not find that Funai Hong Kong is affiliated
with its PRC subcontractor within the meaning of section 771(33) of the Act.

Comment 20: Major Input Transfer Price

The petitioners contend that because: 1) Funal Hong Kong is affiliated with its PRC PCB subassembly
subcontractor; and 2) PCB subassemblies are mgjor inputs, the Department should apply the higher of
the cogt, transfer price or market price to value the inputs in the cost buildup in accordance with section
773(f)(3) of the Act. The petitioners argue that, even if the Department incorrectly concludes that PCB
subassemblies are not major inputs, it should find that Funai Hong Kong' s reported transfer price to
Funai Mdaysia does not “fairly reflect the amount usualy reflected” for sdes of PCB subassembliesin
Mdaysia, pursuant to section 773(f)(2) of the Act, because the PCBs were manufactured in the PRC,
an NME country. The petitioners maintain that PRC production, by definition, does not reflect the
vaue redized in market economy countries because some production codts, such as energy and land
costs are not accounted for or are controlled by the PRC government. The petitioners cite Notice of



46

Final Results and Partial Rescission of Antidumping Duty Adminigrative Review: Certain Cased Pencils
From the People€' s Republic of China, 67 FR 48612 (July 25, 2002) and accompanying decison memo
at Comment 12 in asserting that where market economy companies rely on affiliated production based
in NME countries, the Department must determine that they do not reflect fair vaue and rgject trandfer
prices and rely on actua costs or market prices as between unaffiliated companies.

The petitioners contend that Funal Maaysaitsdf has conceded that the PCB subassemblies are mgjor
inputs to the subject merchandise as defined in section 773(f)(3) of the Act. The petitioners disagree
with the Department’ s Statement in the Preiminary Determination thet, even if Funai and its PRC
subgdiaries were dffiliated, the subassembly of PCBs congtitutes a minor portion of the total cost of the
CTV (and thus the mgor input rule does not apply to the assembly operations).

The petitioners assart that even if the Department believes PCB subassemblies are not mgjor inputs,
section 773(f)(2) of the Act requires the Department to develop afair vaue of the subassemblies that
reflects an amount between persons who are not ffiliated in Maaysa The petitioners argue that
because an dement of vaue (i.e., the PCB subassemblies) is produced by an affiliate in an NME
country, the Department must obtain a surrogate amount reflecting the price as between unaffiliated
persons. The petitioners state that they provided thisinformation in letters dated November 10 and 13,
2003. The petitioners contend that these |etters demonstrated that Funai Hong Kong' s transfer prices
to Funa Malaysa are below either afair-vaue market price, or a price congructed using the factors of
production, which confirms that Funai Hong Kong's transfer price incorporates unfair eements of cost
asareault of affiliated production of inputsin a NME country. The petitioners contend thet the
Department must diminate any reliance on affiliated, NME prices or costs for PCB subassemblies.

Funai Maaysia contends that neither the transactions disregarded rule in section 773(f)(2) of the Act,
nor the mgor input rule in section 773(f)(3) of the Act, judtifies rgecting Funai Hong Kong' s transfer
price. Funa Mdaysa maintains that the PRC plants assemble the PCBs from parts and components
made by other manufacturers that Funai Hong Kong purchases from both market economy and NME
sources. Funal Maaysia contends that it has demonstrated, and the Department has verified, that Funal
Hong Kong pays comparable prices for the same parts and components regardless of whether they are
sourced from NME or market economy suppliers. Funai Maaysia contends that Funai Hong Kong's
direct material costs comprise alarge percentage of each PCB subassembly’ s total cost and the
remaining minor portion of Funai Hong Kong's cogts congists of the cost of the assembly operations
performed by the PRC plants. Funai Maaysa maintains that these tolling services are the only inputs
that Funa Hong Kong purchased from the PRC plants and that these services account for avery small
share of totd PCB subassembly manufacturing costs. Funai Maaysia contends that the Department
needs no “surrogate’ vaue to determine a“fair vaue’ for the PCB subassemblies because Funa Hong
Kong is not affiliated with the PRC parent company or its plants. Funai Mdaysamaintains that even if
they were effiliated, neither the transaction disregarded rule nor the mgjor input rule gppliesto the
transactions. Moreover, Funa Maaysia asserts that the Department did apply the mgor input rule to
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test Funai Hong Kong' stransfer price to Funai Maaysiaand verified that Funai Hong Kong' s transfer
priceis higher than its costs of producing the PCBs subassemblies.

Department’ s Position:

We disagree with the petitioners that the PCB subassembly was not treated as amagjor input in the
preliminary determination. Rather, in our preliminary determination, we noted cods related to the
assembly of the PCB * congtitute aminor portion of the total cost of the CTV (and thus the mgor input
rule does not apply to the assembly operations).” See Preiminary Determination 69 FR at 66814.

Asin the preliminary determination, we continue to treat the PCB itsdf asamgor input of the subject
merchandise as defined in section 773(f)(3) of the Act. As such, we tested the PCB transfer price
between Funai Hong Kong and Funai Maaysiato ensure it occurred above Funai Hong Kong's cost of
production.

In determining Funal Hong Kong's cost of production for the PCB subassembly, we relied on the costs
recorded in Funai Hong Kong's norma books and records kept in accordance with the GAAP of
Hong Kong. We rdied on Funa Hong Kong' s production records because, in accordance with the
Department’s normal practice and 19 CFR 351.401(h), we find that Funai Hong Kong is the producer
of the PCBs. We base this concluson on the fact that Funai Hong Kong provides the design, controls
the purchases of dl raw materids, arranges for the conversion of the raw materidsinto the finished
PCB, and controls the sde of the PCB to Funai Maaysa See, eg., Remand Redetermination: Static
Random Access Memory Semiconductors from Taiwan (June 30, 2000); Notice of Findl
Determination of Sdlesa Less Than Fair Vadue: Polyvinyl Alcohol from Taiwan, 61 FR 14064, 14070
(March 29, 1996). Thus, for the final determination, we have relied on the costs reflected in Funai
Hong Kong's accounting system to determine the cost of the PCB.

In this Stuation, given that Funai Hong Kong is the producer of the PCB and Hong Kong is a market
economy, the Act directs us to use the company’ s recorded costs unless they are not consistent with
GAAP or do not reasonably reflect the costs associated with the production and sale of the
merchandise. The Department may find that a respondent’ s costs recorded in its normal books and
records do not reasonably reflect the costs of the merchandise where the costs are dlocated to the
merchandise under congderation in amanner which digtorts the dumping andysis. See, eg., Find
Determination of Sales a Less Than Fair Vaue: Oil Country Tubular Goods from Argentina, 60 FR
33539, 33547 (June 28, 1995). While Funai Hong Kong made purchases from unaffiliated PRC
suppliers, these purchases were made in a market economy by a market economy entity which keeps
itsnormal books and records in accordance with Hong Kong GAAP. Moreover, in order to
demondtrate that Funai Hong Kong' s purchases from its PRC suppliers reasonably reflect the costs
associated with the production and sale of merchandise, Funai Maaysia provided evidence showing
that it purchased the same parts from both market economy and NME suppliers a the same prices.
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Findly, because we have determined that Funai Hong Kong is not affiliated within the meaning of
section 771(33) of the Act with the PRC subcontractor that assembles the PCB, we find no reason not
to rely on the prices paid by Funai Hong Kong for the assembly services provided. In addition, we
note that the tolling services provided by the PRC subcontractor are only asmall part of the total PCB
costs and even asmdler portion of the total CTV manufacturing costs.

Because Funa Hong Kong only supplies Funai Maaysiawith PCBs and Funai Mdaysia only buys
PCBs from Funai Hong Kong, we were unable to compare Funai Hong Kong's transfer prices to other
unaffiliated PCB purchase prices by Funai Maaysiaor to other unaffiliated sales prices by Funai Hong
Kong (i.e, afarr market value). Moreover, due to the technical nature and specific use of a PCB, we
were unable to compare Funai Hong Kong's PCB transfer price to other PCBs sold in the genera
market. We were aso unable to use the petitioners suggested “price” for the PCB subassembly
referenced in their November 10, 2003 comments because it is not a market price in the market under
congderation, but rather acost of production build-up which relies on surrogate values and the
petitioners experience. Given that this“price’ ismerely an estimated cogt, we find that it is not
gppropriate to compare Funa Hong Kong's PCB trandfer price to it in place of an actud market price.
In Stuations such as these, the Department normdly relies on the affiliated supplier’s cost of production
asasurrogate for market value. Because the transfer price is higher than the cost of production, we
have continued to accept the transfer price for purposes of the find determination.

Consequently, for the find determination, we are continuing to treet the PCB as amgor input of the
subject merchandise (as defined in section 773(f)(3) of the Act) and we are continuing to rely on Funa
Hong Kong's norma books and records to determine the cost of production for the PCBs sold to
Funa Mdaysa

Comment 21: Raw Materials Cost

The petitioners contend that the Department found at verification that Funal Maaysia s monthly materiad
cost reports (used as the basis for the cogts it reported in its questionnaire response) understate the
costs for cathode ray tubes (CRTs) and PCBs. According to the petitioners, Funai Maaysafalled to
explain why this understatement of costs occurred and there is nothing in the record to demondtrate that
the understatement of CRT and PCB cogsis limited to the specific models examined & verification.
Therefore, for the fina determination, the petitioners argue that the Department should increase the
CRT and PCB cogts for dl modes based on the Department’ s findings for the models examined during
verification. The petitioners maintain that Funai Mdaysia s explanation regarding the cost differences
being absorbed as a variance does not explain the inconsstencies. The petitioners contend that the
period when production began and ended should not have affected the comparison because the findings
are based on a schedule that covered the POI.

Funai Maaysia contends that the Department’ s cost verification report demonstrates the accuracy of its
materids cost reporting methodology and, thus, no adjustment iswarranted. Funai Maaysia argues
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that, while the Department’ s materias cost analyss provides a practica basis for testing the
reasonableness of Funai Malaysia s reported costs for CRTs and PCBs, the differences are attributed
to: 1) for severa orders of each sdected CTV modd, production began in one month and was
completed in the next; and 2) for CRTs, Funai Maaysa s weighted-average CRT purchase price was
based on the monthly average purchases by screen size, not by specific CTV moded. Additionaly,
Funa Mdaysamantainsthat it allocated dl production costsincurred during the POI, including dl
materias costs, to CTV's produced during the period. Funai Maaysa arguesthat, if the Department
adjusts the reported cogts, then the adjustment should be made only to those CTV modd s tested by the
Department and should not exceed the total actual direct materids costs verified.

Department’ s Position:

We agree with the petitioners that the CRT and PCB reported materia costs should be adjusted for the
discrepancies noted during the Department’ s cost verification. While the total CRT and PCB costs
incurred during the POI were captured, the amounts allocated to specific products tested at verification
reflected discrepancies. Funa Mdaysa explained during the Department’ s cost verification that the
reported materia costs, for each CTV model, was based on the actud cost of the CRTs and PCBs
consumed each month per the materia cost reports. See section I1.B.2.a of the COP/CV verification
report. Funa Maaysiahas aso stated on several occasions that the reported CRT and PCB materia
costs are based on a monthly welghted-average method. See Funal Madaysid s August 6, 2003,
section D response and October 9, 2003, supplemental section D response a sections 11.B.3.aand
[1.C.8.b and questions 8 and 9, respectively.

As the monthly materid cost reports were the bass for Funal Madaysa s reported modd-specific CRT
and PCB materid cogts, we requested supporting documentation at verification for the amounts
recorded in these materid cost reports. Funal Maaysa provided its inventory movement purchase
reports as support. We compared the CRT and PCB materia costsin the material cost reports, which
are prepared monthly and are the basis for the reported codts, to the average purchase prices from the
CRT and PCB inventory movement purchase reports. We performed this comparison on a monthly
basis and for the entire POl and noted discrepancies for al modelstested. Because we did this
comparison for the entire POI, and not just for selected months, our testing captured the effect of Funai
Malaysid s production for an order in more than one month. In addition, at verification we gave Funa
Maaysia the opportunity to identify the source of the discrepancies noted; however, the company was
unableto do so. Funa Mdaysa s cam now that the discrepancies were due to timing differencesis
purely speculation and unsupported by the case record.

We dso disagree with Funai Maaysiathat the CRT cost discrepancies noted at verification were due
to the Department’ s using the weighted-average CRT purchase prices by screen size, and not specific
models. During the cost verification, the Department requested documentation to substantiate the
reported modd-specific CRT materid cods. Funai Maaysa provided its monthly CRT Inventory
Movement Purchase Reports as support for the accuracy of the materia costs. As noted above, we
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identified discrepancies between the reported mode-specific CRT costs and that recorded in the
Inventory Movement Purchase Reports. We gave Funa Mdaysa the opportunity to identify the
source of the discrepancies at verification; again, however, the company was unableto do so. Itsclam
now that the discrepancies were due to differences between mode-specific and screen size-specific
weight averaging is purely speculation and unsupported by the case record.

Accordingly, for the fina determination, we adjusted for the discrepancies found in the reported CRT
and PCB direct materials cost, on a control-number-specific basis, for the specific modelstested. We
a s revised the reported direct materias cost variance amount by the total direct materias adjustment
in order to not double count these codts (i.e., to capture the actud tota direct materids costs as
reconciled to the audited financia statements). See the April 12, 2004, memorandum to Neal Halper
from Mark Todd entitled “Cost of Production and Congtructed Vaue Cdculation Adjustments for the
Fina Determination,” for a detailed discussion regarding the business proprietary information related to
the Department’ s calculation of the direct materids adjustment.

Comment 22: Parent Company General and Administrative Expense Allocation

The petitioners contend that the respondent classified certain SG& A expenses reported by Funai
Electric, Funa Maaysia s parent company, asindirect selling expenses rather than G& A expenses even
though the Funai Electric department descriptions show that these costs should have been reported as
G&A expenses. The petitioners also contend that the respondent classified some of these costs as
indirect sdling expenses solely for non-subject merchandise even though the department descriptions
indicate that these functions should gpply to dl products. The petitioners argue that dl of the
departments listed in the Department’ s alternative proposa in the cost verification report should be
reclassfied as Funal Electric G& A expenses because the expenses are dl either adminigtrative or
generd rather than sdesrelated. Moreover, the petitioners maintain that Funa Maaysa provided no
information or documents to show that the expenses incurred in the departments it claimed were solely
for non-subject merchandise were actudly limited to non-subject activities,

The petitioners cite Notice of Find Results of Antidumping Duty Adminigrative Reviews and
Determination Not To Revoke in Part: Certain Corrosion-Resistant Carbon Stedl Flat Products and
Cut-to-Length Carbon Steel Plate from Canada, 66 FR 3543 (Jan. 16, 2001) and accompanying
decison memorandum a Comment 2, which gtates that the Department’ s practice is not to rely on
divisond caegoriesfor G&A expenses. The petitioners maintain that G& A expenses benefit the
company as awhole and these expenses should be calculated on a company-wide basis. The
petitioners argue that, for the final determination, the Department should reclassify dl of Funai Electric's
divisond departments listed in the Department’ s cost verification report as G& A expenses and alocate
these expenses to Funai Mdaysaon the basis of cost of sdes. The petitioners maintain that Funai
Hong Kong should aso be dlocated a proportiona share of the Funai Electric’'s G& A expenses.
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Funa Mdaysa maintains that the Department normaly caculates G& A using data from the producing
company plus a proportiona share of G& A expenses of the parent company, if that company provided
sarvicesto itssubsdiary. Funai Mdaysacites Notice of Find Determination of Sdlesat Less Than
Fair Vaue: Hot-Ralled Hat-Rolled Carbon-Quality Sted Products from Japan, 64 FR 24329, 24350
(May 6, 1999) (Hot-Rolled Steel from Japan) in arguing that expenses incurred by a parent company
areonly included in the G& A expense caculation to the extent of the support provided by the parent
company. Funai Maaysa contends that the Department’ s objective isto identify only those expenses
that Funa Electric incurs on behdf of its CTV production fecilitiesin Mdaysa Funa Maaysacites
the Department’ s section D questionnaire in maintaining that the Department instructs respondents to
report only those G& A expensesthat affiliated parties incur on behdf of the producing company.
Moreover, Funa Maaysia asserts that there is no record evidence, and the petitioners have cited none,
demondrating that the activities performed in the management departments for products completely
unrelated to CTV's benefit Funai Maaysa production of subject merchandise. Funai Maaysa argues
that, if the Department determines that an adjustment is gppropriate, it should only directly dlocate
expenses related to CTV departmentsto CTV production worldwide, but continue to disregard any
expenses incurred in departments performing activities related solely to non-subject merchandise.

Department’ s Position:

We agree with the petitioners that Funal Electric’'s G& A expenses should be dlocated on a company-
wide basis to Funai Maaysiaand Funai Hong Kong. We aso agree that certain departments should be
reclassified as Funal Electric’'s G& A expenses because the expenses are either adminigrative or genera
in nature, rather than sdes-related. We agree that it is the Department’s normal practice to dlocate a
proportiond share of G& A expenses of the parent company for services provided to its subsidiary.
However, the indant case is unique in that Funal Electric is more than just providing servicesto its
subsidiaries, but rather Funal Electric isintimately involved in the overdl management and day-to-day
activities of Funa Maaysaand Funa Hong Kong.

Aswe noted at Funai Madaysa's cost verification, which was performed at Funai Electric’'s
headquarters in Japan, Funa Electric manages Funa Mdaysa s production schedule and the
procurement of al materia inputs used by Funai Maaysa. In addition, Funai Electric controlsthe
production process through issuance of dl purchase orders to Funa Maaysa and Funa Hong Kong.
Funai Electric sends production managers to Funai Maaysiafor two to three year periods to oversee
the day-to-day operationsin Maaysa. Key accounting and production reports (e.q., the purchase
orders and materia cost reports) are generated and maintained at Funai Electric’s headquartersin
Oska. Additiondly, Funa Electric coordinates and controls virtudly al aspects of Funai Madaysd's
CTV sdesand performs product engineering and research and development (R&D) activities
associated with the production of the merchandise under consideration. See COP/CV verification
report at page 4. Moreover, as further evidence that the preponderance of management activities are
performed a Funa Electric, we noted that Funai Mdaysaincurs virtudly no adminigtrative costs  its
corporate level. See Cogt Verification Exhibit (“CVE’) 11.
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In effect, the record evidence shows that Funai Electric managesits Maaysian CTV subsdiary asif it
were adivison of the company as opposed to it being an independently operated subsidiary. We
therefore consider it appropriate to allocate Funai Electric’'s company-wide G& A costsin accordance
with the Department’ s norma methodology, over Funai Electric’'s company-wide cost of sdes, which
includes dl CTV's produced by Funai Maaysiaand sold by Funal Electric. As G&A costs are generd
in nature, and do not relate to specific products or divisons, we normally alocate such costs over the
cost of sdesfor the company asawhole. This methodology aso avoids any distortions that may result
if, for business reasons, greater amounts of company-wide generd expenses are dlocated
disproportionally between divisons. See Hot-Rolled Steel from Japan, 64 FR at 24354. Lastly, Funai
Maaysia s assertion that there is no record evidence demondtrating that the activities performed in the
management departments for non-subject products benefit Funai Maaysia s production of subject
merchandise is off point. We are not advocating alocating production costs associated with non-
subject merchandiseto CTVs. Rather, we are dlocating G& A costs, which are generd in nature and
relate to the company as awhole, to dl products company-wide. Therefore, for the find determination,
we have dlocated a proportionate share of Funa Electric’s company-wide G& A expensesto Funai
Malaysid s production activity.

Comment 23: Negative G& A Departmental Expenses

According to the petitioners, Funai Electric failed to provide a reasonable explanation for its clamed
negative expenses reported for two of Funal Electric’'s G& A departments. The petitioners contend that
the only way these departments should record negeative amountsis if there was an over accrua from a
prior period. The petitioners maintain that the Department should eiminate the negative amounts from
the caculation of Funal Electric’'s SG& A expenses, and should not include these negative amountsin
the alocation of Funa Electric's coststo Funai Mdaysiaor Funa Hong Kong.

Funai Mdaysia contends that the Department verified that expensesin certain Funai Electric
departments are dlocated to other SG& A departments. Funal Maaysa maintains that companies
routinely designate certain departments to provide support to other departments within the company
and that, for management reasons, the company may use internd prices rather than actua costs. Funa
Madaysiaclams that a negative amount for the originating department smply means that the dlocation
has been overstated. Funa Mdaysa argues that ignoring the negative amounts, as the petitioners
suggest, would unfairly increase Funal Electric’'s G& A above the amount actualy incurred. Funia
Maaysaassartsthat if the Department determinesit necessary, the correct trestment of the negeative
amounts shown for these departments would be to reall ocate them to the same departments that
received the initia dlocation.

Department’ s Position:

We agree with Funai Maaysa that the negative amounts shown for the two G&A departments should
be redllocated to the same departments that received the initid dlocation. During the cost verification,
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we reviewed both G& A departments with negative amounts. Specificaly, we obtained worksheets
from Funa Electric demondgtrating the initiad alocation of expensesto other SG&A depatments. See
COPICV veification report & CVE 11. We noted that the negative amounts remaining in the two
departments are associated with an over-adlocation of expensesto other departments. Aswe deem it
inappropriate to alocate to other departments more cogts than were actualy incurred, we disagree with
Funai Maaysathat we should leave the over-allocated amounts asis. However, we do agree that
eliminating the negative amounts would result in charging Funa Electric with more costs than were
actudly incurred. Thus, we consder it gppropriate to redlocate the credit amounts on the same basis
astheinitid dlocated amounts. Therefore, for the find determination, we have redlocated the negetive
amounts shown for the two G& A departments to the other SG& A departments in the same proportion
astheinitia amounts were alocated.

Comment 24: Research and Development Costs

The petitioners contend that Funai Electric should dlocate R& D coststo Funai Madaysia and Funai
Hong Kong on the same basis as Funal Electric’' s G& A expenses. The petitioners assert that Funai
Electric developed a multi-step approach that involved the separation of R&D expensesinto G& A and
divisond groupings. The petitioners maintain that Funal Electric should have included R&D codsin its
reported parent company G& A expenses and should have alocated these expensesto Funai Madaysa
based on cost of sales.

The petitioners cite Dynamic Random Access Memory Semiconductors for One Megabit or Above
from the Republic of Korear Fina Results of Antidumping Duty Adminisirative Review, 64 FR 69964
(Dec. 14, 1999) (Karean DRAMS) in arguing that R& D expenses should be dlocated on an overdl
basis because there is a“ cross-fertilization” of R&D projects that benefit the respondent’ s products as
awhole. The petitioners state that, in that case, the Department declined to follow arespondent’s
accounting records that categorize R& D costs by product line or department when it determines that
R&D costs generdly benefit dl of acompany’s products. The petitioners contend that in this case
crossertilization of Funai Electric’'s R& D expense is gpparent from the product categories used by
Funa (e.g., DVD/Read-Write/CD/Video, CTV, LCD). The petitioners also assert that cross-
fertilization is evident based on the Department’ s cost verification report because certain business
proprietary R& D expenses are not being alocated to the CTV divison. The petitioners contend that
Funa Madaysadid not provide information to show that its R& D expenses do not provide benefits
across product lines. Findly, the petitioners assert that R& D expenses should not be included in the
cost of sdesfor the CTV divison when caculating the percentage of R&D to dlocate to Funa
Mdaysa

Funa Mdaysamaintains thet it reported R& D expenses based on the accounting records maintained in
the ordinary course of business. Funai Maaysia contends that they perform R&D activities with
multiple product linesin severa departments. Funal Maaysa asserts that the expenses of some of
these departments are recorded as G& A expenses because the activities are general in nature and are
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considered to benefit al the products of the company. Further, Funai Malaysia asserts that other R& D
activities are dedicated to identifiable products and product lines and that the R& D departments
directly atributable to CTVswere included in Funa Electric's dlocated G& A expenses.

Funa Maaysa cites Brass Sheet and Strip from Canada: Final Results of Antidumping Duty
Adminigrative Review, 65 FR 37520 (June 15, 2000) and accompanying decision memorandum at
Comment 2 (Brass Sheet and Strip from Canada), in arguing that R& D costs related to non-subject
merchandise should be excluded. Funa Maaysa cites Hynix Semiconductor, Inc.v. United States,

248 F. Supp. 2d 1297, 1317 (CIT 2003), in asserting that the only exception to the excluson to the
non-subject R&D ruleis when the record clearly demondtrates that the R& D expenses incurred for
non-subject merchandise provide a benefit to the subject merchandise. Funa Maaysia contends that
the petitioners reliance on Korean DRAMS is misplaced because that case related to the appropriate
dlocation of R&D codts pertaining to afamily of products and this was supported by testimony from an
expert witness. Funal Maaysa argues that the R& D expenses a issue in this case are for completely
unrelated products and that there is no evidence of crossfertilization. Funai Maaysa maintains that the
subject merchandise does not benefit from R& D for the non-subject products. Findly, Funa Mdaysa
clams that the Department should reject the petitioners proposed ca culation because it improperly
double counts R& D expenses dready included in the reported codts.

Funa Mdaysa maintains that the business proprietary R& D discussed in the petitioners case brief is
outside the scope of this investigation and the technology for developing the product is entirely different,
and therefore, should not be dlocated to Funal Mdaysa. Funa Mdaysa dates that it inadvertently did
not reduce the cost of sales by the product-specific R&D codts.

Department’ s Position:

We agree with Funal Mdaysain that its R& D expenses should not be alocated to al products. We
a0 agree with Funai Maaysia that its dlocation methodology of the R& D expenses to subject
merchandise is gppropriate. During the Department’ s verification of Funai Electric’'s R& D expenses,
we found no evidence of crossfertilization of R& D activities for non-subject products that benefit
subject products. The petitioners' reliance upon Korean DRAMSs is misplaced because, in that case,
the Department determined the appropriate allocation of R& D costs pertaining to afamily of products,
whereas Funai Mdaysa s R&D expensesrelae to avariety of different products. Additiondly, in
Korean DRAMS, the Department relied on expert testimony to support the cross-fertilization of R&D
activities between subject and non-subject merchandise. Funai Maaysia hasincluded in its reported
cost the R& D expensesthat are either generd in nature or relate to future products that may benefit the
company as awhole and proportiondly alocated these expenses based on cost of sales.

With respect to Funai Electric’'s R& D alocation methodology, Funai Electric reported R& D expenses
based on its normal books and records kept in the ordinary course of business. Moreover, the
Department’ s normd practice isto not include R& D expenses that only benefit non-subject
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merchandise. See Brass Sheet and Strip from Canada. In this case, we verified that Funal Electric's
alocation of generd R&D expensesto Funa Mdaysiaand Funa Hong Kong based on the cost of
sdes raio was reasonable. Additiondly, the Department verified that the R& D expenses specificaly
related to CTV products was appropriately reported because R& D expenses related to CTVswere
dlocated to Funa Maaysia based on aratio of Funa Maaysid s cost of sdesto thetotal cost of sdes
for CTVs. See COP/CV veification report at CVE 11. Also, R& D expensesrelated to DVD and
Video were alocated to Funal Hong Kong based on aratio of Funai Hong Kong's cost of salesto the
total cost of sdlesfor DVD and Video. See COP/CV verification report at CVE 13.E. Therefore, for
the final determination, we have continued to rely on Funai Electric’' s R& D expense dlocation
methodol ogy.

Moreover, with respect to the errors that the petitioners maintain are reported in Funai Electric sR&D
expenses, we note that the business proprietary R& D expenses from another division are related to
non-subject merchandise. Thus, based on the discussion above, we have not alocated these R&D
expenses to ether Funal Maaysia or Funai Hong Kong for the find determination. Asfor the product
gpecific R&D cogsincluded in the CTVsdivison's cost of sdes, we agree with the petitioners that it
should not be included in the cost of sales denominator. Thus, we have adjusted the cost of salesfor
the find determination.

Comment 25:  Short-Term Income Offset to Financial Expenses

The petitioners contend that it is the Department’ s practice to calculate the financia expense ratio usng
consolidated financid data and to dlow an offset only for short-term interest income identified at the
consolidated level. The petitioners clam that by using the short-term interest income at the
unconsolidated level, Funal Maaysia did not meet this criterion.

Funa Mdaysaclamsthat it was only able to identify the short-term portion for interest income at Funai
Electric's unconsolidated levd. Funa Mdaysa argues that it used the short-term interest income at the
unconsolidated level as a conservative estimate, thereby understating the amount of short-term interest
income used to offset interest expense. Funal Maaysa asserts that the Department has long recognized
the difficulty of identifying short-term income at the consolidated level, particularly where many
companies are included in the consolidated results. Funai Mdaysia points out that Funal Electric's
unconsolidated sales represent 85 percent of the sales value of the consolidated entity. Funai Mdaysia
cites Stainless Stedl Sheet and Strip from Korea; Finad Results and Partid Rescission of Antidumping
Duty Adminidrative Review, 66 FR 64950 (December 17, 2001) and accompanying decision
memorandum at Comment 10 in maintaining that the Department has found a respondent’ s reliance on
the short-term interest income at the unconsolidated level to be reasonable.

Department’ s Position:
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We agree with Funai Madaysathéat its reliance on the short-term interest income at the unconsolidated
level isreasonable. We recognize the difficulty of segregating short-term interest income for each
company & the consolidated level and find it conservative and reasonable in Funal Maaysia s caseto
use the unconsolidated financial statements of Funai Electric to caculate the short-term interest income.
We note that using just Funai Electric’s unconsolidated short-term interest income understates the total
short-term income a the consolidated level. We aso note that Funal Electric isthe largest of the
consolidated companies, accounting for gpproximately 85 percent of the sales value of the consolidated
entity. We find it reasonable to presume that the mgority of the short-term interest income reported in
the consolidated entity would be associated with Funai Electric. Therefore, for the final determination,
we have continued to include Funa Mdaysa s offset for short-term interest income.

Comment 26: CV Profit

The petitioners contend that the Department should calculate CV profit from one of the seven financid
gatements they provided. The petitioners assert that, smilar to Funai Electric, the seven multinationa
companies for which they submitted financid statements dl: 1) produce CTVsin Mdaysa; 2) sl inthe
retall market; and 3) sdl at volumes smilar to that of Funai Electric. The petitioners argue that Philipsis
the most appropriate of the seven companies to use in establishing a surrogate because it is the only
company that publicly separated its selling expenses from its G& A expenses. The petitioners dso
argue that using the average profit ratio for the five profitable companies as the bass for the CV profit
ratio would be appropriate.

The petitioners contend that neither FPI”s Group or Company financia information is usable. The
petitioners assart that the financid results of the FPI Group includes five subsidiary companies and the
associated companies whereas the Company financid results only includes the five subsidiary
companies. The petitioners contend that three of the five subsdiary companies do not manufacture
goods in Maaysia, and thus, neither FPI’s Group nor the Company results are usable as a surrogate.
The petitioners further contend that FPI’ s manufacturing operations are not Smilar to Funa Electric's,
dating that Funal Electric isamultinationa company and that FPI isa smdl holding company. In
addition, the petitioners assert that FPI produces e ectronic components whereas Funal Electric
produces and sdlls electronics. Also, the petitioners contend that Funai Electric sells at the retall level
while FPI sdlIsto large multinational companies. Findly, the petitioners contend that Funal Electric's
volume and value of sales are not comparableto FPI’s.

Funai Maaysia does not contest the selection of FPI as the source of surrogate Maaysian financiad
data. However, to approximate aMaaysian CTV producer’ s home market profit experience as
closaly as possible, Funai Mdaysia contends that the Department should use FPI’ s financid results at
the company leve because the data correlates more closdly to Funa Maaysa s home market profit
experience than the FPI Group’s consolidated results. Funai Maaysia cites Notice of Fina
Determination of Salesa Less Than Fair Vaue: Pure Magnesum from Isradl, 66 FR 49349 (Sept. 27,
2001) (Pure Magnesum from Isragl) and accompanying decision memorandum a Comment 8 in
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asserting that the Department’ s objective under section 773(€)(B) of the Act isto seek a home market
profit experience, to the extent possible. Funa Madaysa maintainsthat, in this case, FPl Group's
consolidated financid results are not the best available record evidence to achieve this god because
these results reflect the financid performance of FPI subsidiaries with business operations outside the
same generd category of goods as the subject merchandise. FuniaMdaysa clams that three of the
five subsdiaries within the FPI Group do not manufacture any goods in Maaysa, and therefore, asin
Pure Magnesium from Isragl, none of the three subsidiary companies qudifies as aMaaysan producer
with business operations reasonably correlated to Funai Maaysia s operations. Funa Mdaysa
maintains thet this is a factor weighed by the Department when caculating CV profit under section
773(e)(B)(iii) of the Act. Thus, Funai Maaysa concludesthat FPI’s consolidated results are inferior to
the company-specific results for approximating Funai Maaysid s home market profit experience.

Finadly, Funa Maaysa contends that the Department should rely upon FPI’s company-levd financid
datato calculate a CV profit because FPI, as a producer of PCBs and speaker systems, has business
practicesin the consumer dectronics segment that are sufficiently smilar to Funai Mdaysa's
operations. Funa Madaysaaso camsthat whether FPI sdlls only to OEMsis not important for the
limited purpose of sdecting a surrogate for the CV prafit. Findly, Funai Mdaysia contendsthat it is
irrdevant whether FPI’s and Funal Electric’s sdes vaues are amilar for the limited purpose of
caculating a profit ratio because the Department’ s god is to use financid results of a surrogate
producer that produces and sells similar merchandise in the home market. Funal Maaysa contends
that none of the petitioners  options generates a reasonable surrogate calculation of aMdaysan CTV
producer’ s home market profit experience because they ether reflect the consolidated results of
worldwide operations or they do not reflect production and sales activity for products in the same
generd category of goods as the subject merchandise.

Department’ s Position:

We agree with Funai Maaysathat FPI’s company-level financid datais the most gppropriate source
for calculating the CV profit ratio. In this case, Funai Mdaysia does not have a viable comparison
market. Therefore, the Department cannot determine the CV profit under section 773(€)(2)(A) of the
Act, which requires sdles by the respondent to be made in the ordinary course of trade asthe basis of
the profit calculation. In Stuations where we cannot caculate CV profit under section 773(e)(2)(A),
section 773(e)(2)(B) of the Act setsforth three dternatives. The SAA Satesthat “ section
773(e)(2)(B) does not establish a hierarchy or preference among these dternative methods.” See the
SAA at 840.

Section 773(€)(2)(B)(i) specifiesthat profit may be caculated based on “actua amounts incurred by
the specific exporter or producer of merchandise in the same general category” as subject merchandise.
Funai Maaysa aso produces CTVsin sizes outside the scope of thisinvestigation, which could be
conddered as the same genera category of merchandise as subject CTVs. However, Funa Mdaysa
had no salesin the domestic market of either subject or non-subject merchandise.
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Alternative (ii) of this section provides that profit may be caculated based on “the weighted average of
the actual amountsincurred and realized by { other} exporters or producers that are subject to the
investigation.” However, because Funal Maaysais the only respondent in this case, the Department
cannot calculate profit based on dternative (ii) of this section.

Thus, we must calculate CV profit for Funa Maaysa under section 773(€)(2)(B)(ii) (“dternative (iii)”).
Pursuant to dternative (iii), the Department has the option of using any reasonable method, as long as
the result is not greater than the amount realized by exporters or producers “in connection with the sdle,
for consumption in the foreign country, of merchandise that isin the same genera category of products
as the subject merchandise,” the “profit cap.” The profit cap cannot be caculated in this case because,
as we noted above, we do not have information alowing us to calculate the amount normally redlized
by exporters or producers (other than the respondent) in connection with the sale, for consumption in
the foreign country, of the merchandise in the same generd category. Therefore, as facts available we
are gpplying option (iii), without quantifying a profit cgp. This decison is consgent with the
Department’ s decision in previous cases involving Smilar circumstances. See, e.q., Pure Magnesum
from Isragl and Frozen Concentrated Orange Juice from Brazil; Find Results and Partial Rescission of
Antidumping Duty Adminidraiive Review, 66 FR 51008 (Oct. 5, 2001) and accompanying decision
memorandum a Comment 3.

To determine the most gppropriate profit rate under dternative (iii), the Department has weighed
severd factors. Among them are: (1) the similarity of the potentiad surrogate company’ s business
operations and products to the respondent; (2) the extent to which the financia data of the surrogate
company reflects salesin the United States as well as the home market; (3) the contemporaneity of the
surrogate data to the POI; and (4) the amilarity of the customer base (i.e,, retail versus OEM). The
greater the Smilarity in business operations, products, and customer base, the more likely that thereisa
greater correlation in the profit experience of the two companies. Because we typically compare U.S.
sdesto anorma vaue from the home market or third country, we do not want to construct a normal
vaue based on financid data that contains exclusvely or predominantly U.S. sdles. Further, in
accordance with section 773(€)(2)(B) of the Act, generaly, we seek to the extent possible ahome
market profit experience. Finaly, contemporaneity is a concern because markets change over time and
the more current the data the more reflective it would be of the market in which the respondent is

operating.

In this case, we have on the record financia data for deven companies from which to seect aCV profit
rate. Seven of the companies are multinational companies that produce a variety of products world-
wide, including CTVsin Maaysa (Sony, Hitachi, Matsushita, Samsung, Philips, Sanyo, and Sharp).
The financia data on the record for these seven companies reflect the results of each company’ s world-
wide operations. Although each of these company’ s business operations and products may be
considered comparable to Funai Maaysia s consolidated parent, Funai Electric, they beer little
amilarity to the respondent company. Moreover, there is no evidence that the profit experience from
the consolidated results of these multi-international companies reflects the Maaysian profit experience
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for the sde of merchandise that isin the same generd category in accordance with section 773(€)(2)(B)
of the Act.

For the other three surrogate company financid statements on the record (i.e., Nikko Electronics,
Acoustech, and Industronics), it does not appear that they produce merchandise that isin the same
generd category of products. Based on the above criteria, we have determined that FPI’s company-
level financid statements offer the best option for calculating a surrogete profit ratio. The FPI Company
is principally engaged in the assembly of high qudity spesker systems and the manufacture of printed
circuit boards. Over 90 percent of FPI’s sdes are in the Maaysian market with the remaining export
sdesin the United Kingdom. The Department has on record FPI’ sfiscal year ending March 31, 2003
financid statements which are contemporaneous with the POI. While FPI primarily sdllsto a different
customer base than Funa (i.e., OEMsversusretail customers), we have still determined that it isthe
best surrogate for a profit ratio based on al of the factors considered by the Department.

FPI’'s company-leve financid statements include the financiad statements of the Company and itsfive
subgdiaries, three of which do busnessin Maaysia and two in the United Kingdom and the British
Virgin Idands. The Group financiad statements are a consolidation of the FPI Company financid
statements and an associated company incorporated in China. Since the FPI company-level financia
data more closdly represents activity in Maaysia, we have determined that FPI’s company-level
financid datais more gppropriate than the group level data.

Basad on thisandyss, and congstent with Pure Magnesum from Isragl and the Find Determination in
the Antidumping Duty Invedtigation of Low Enriched Uranium from France, 66 FR 65877 (Dec. 21,
2001) and accompanying decision memorandum at Comment 16, for the find determination, we have
gpplied aCV profit ratio which was caculated based on FPI’ sfiscal year 2003 Company income
Satement.

Recommendation

Based on our analysis of the comments received, we recommend adopting the above pogitions. If this
recommendetion is accepted, we will publish the find determination in the investigation and the find
welghted-average dumping margins in the Federa Regider.

Agree Disagree

Jeffrey May
Acting Assstant Secretary
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